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bat IN. G. for sorting checks 


A thumb is handy as aride-moocher, 
but makes an awkward check sorter... 
Thumbwetting, shuffling and riffling 
waste a flock of precious hours at check 
reconcilement time. 

But with Keysort, your accounting 
department arranges firm checks more 
accurately, in any sequence... cuts 


sorting time as much as 857%! 


Au your present checks can be 
converted to Keysort without redesign, 
the installation of expensive sorting 
equipment, or interfering with present 
office procedures. Any office worker 


can learn Keysort operation in a half 





for hatch-hiking— 


oe 


hour. The cost? Negligible compared 
with the increased efficiency, savings 


in time and money... Ask the nearest 


McBee man for a demonstration. 





LIKED BY EMPLOYEES because it turns 
check sorting from a long, boring chore into an 
easy, interesting, jig-time operation. Keysort is 
so flexible that two or more people may work 


on the same job at the same time. 


THE McBEE COMPANY 


SOLE MANUFACTURERS OF KEYSORT 
295 Madison Avenue, New York 17, N. Y.... Offices in principal cities 
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AUDITORIALLY SPEAKING 
ames L. Dour, Professor of thinking whatsoever. The mind 


Accounting at Columbia Uni- 
versity, speaking to Instrrute’ 
members a few years back, ex 
pressed himself on the subject of 
“thinking.” His remarks are just 
as appropriate today, and a re- 
view of them might profit us all. 

Too often, he said, most of us 
indulge in what we might mis- 
takenly believe is thinking and 
mentally congratulate ourselves 
when we are able to amass suffi- 
cient arguments tu support a pre- 
viously taken position. True, the 
logic we employ and the words 
chosen to express our opinions are 
brilliant; the facts we present are 
indisputable; and every bit of rea- 
soning offered leads to the con- 
clusion adopted. But, said Pro- 
fessor Dohr, we have not been 
thinking, merely rationalizing. In 
fact, when pursuing this type of 
mental activity, admittedly a 
strenuous one, we are doing no 


is closed to all but that which 
we want to believe. We are not 
seeking the truth for the mind 
discards anything which tends to 
weaken our original premise. We 
are in this type of “thinking” in- 
fluenced by our emotions rather 
than our intelligence. 

Creative thinking, in Professor 
Dohr’s words, is that rare mental 
activity we should strive to 
achieve. It is the only means of 
solving our problems. It is the 
method which permits the open 
minded, scientific approach. All 
factors are carefully weighed. Ai/ 
avenues hopefully explored in 
the interest of developing the 
truth, even though the results re- 
quire the discarding of previously 
held opinion. The person who 
changes his mind is to be com 
mended, provided it was thinking 
that brought it about. 

—J. G. R. 
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5 TIMELY BOOKS 


you'll want to have 


at 


your fingertips! 





Bank Frauds, their 
Detection and Prevention 


By Lester A. Pratt, C.P.A. 
NEW —. “must” book for every bank 


accountant, auditor, controller. Written by 
a nationally-known expert who explains 
210 major methods for defrauding banks; 
tells how to spot them, how to stop them. 
Based on investigations of hundreds of em- 
bezzlement cases which are analyzed and 
arranged by bank departments in separate 
Appendix. 250 pages, $4 No. 165 


Accountants’ Handbook 
Edited by W. A. Paton, Professor of 


Accounting, University of Michigan, and 
Board of Over 90 Assisting Editors 


LAST WORD in accepted principles and 
procedure over the entire range of commer- 
cial and financial accounting. Gives you in 
compact, easy-to-find form working meth- 
ods, systems and controls on every part and 
particle of accounting. Handbook helps you 
develop skill that puts you years ahead in 
experience; helps you make prompt, prac- 
tical, on-the-spot decisions. Board of 

contributing and consulting editors gives 
stamp of highest authority. Hundreds of 
illustrations, 1505 pages, $7.50 No. 86 


Business Budgeting 
and Control 


By J. Brooks Heckert, C.P.A., Asso- 
ciate Professor of Accounting, Ohio 
State University 


ENDORSED by accountants because it 
gives specific help in preparing and 
operating budgets for businesses of any 
kind and size. Tells you how to forecast 
trends and plan ahead to meet them. 
Detailed explanations of tested methods 
which can be readily applied to your 
own situations. 84 facsimile plates to 
illustrate forms; 25 sample budget set- 
ups. 546 pages, $5 No. 157 


RONALD PRESS COMPANY, 


F 
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ES 5<DAYS' TRIAL 
SEND me books checked below, After 


Annual Reports 
to Stockholders 


Their Preparation and Interpretation 


By WN. loyell Mclaren, C.P.A., Partner, 
McLaren, Goode & Company 


FOR corporate officers and directors. 
comptroliers and auditors. bankers and 
investors. Writers of stockholders’ re- 
ports find the book an invaluable guide 
to accepted reporting standards and im- 
proved procedures. Readers of reports 
find it equally valuableas a help in under- 
what the facts and figures mean and 
imply. The author. experienced on both 
sides of his subject. analyzes critically 
the components of annual reports to 
bring out features of form, arrangement 
and text. 364 pages. $5 No. 171 


*_* 
Internal Auditing 
By Victor Z. Brink, CP_A., AssociateProfes- 
sor of Accounting, Columbia University 


ACCOUNTANTS, auditors. controllers 
and corporate officers concerned with in- 
ternalauditing programs and details find 
this guidebook an all-around help. In- 
tensely practical, the book is based on 
the author's experience and first-hand 
investigations of the practice of many 
companies.. 549 pages. $5 No. 41 
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HE Sixth Annual Conference 

is now a matter of history. 
Plans are already being formu- 
lated for the Seventh Conference 
to be held in Chicago next year. 
Fortunately, the inspiration and 
benefits gained from these Con- 
ferences are not erased by the 
lapse of time. The papers pre- 
sented at our last Conference were 
not only interesting and instruc- 
tive, but provided much material 
for sober reflection. 

The progress made by internal 
auditing during the past six years 
has far exceeded that of any other 
This has 


been accomplished largely through 


period in its history. 


the agency of Tue INstiTUTE. 
Its Annual and Regional Confer- 
ences, its publications and period- 
icals, its Chapter programs, and 
its research and educational activ- 
ities have brought to the members 
and others interested in internal 
auditing, the combined and com- 
posite thinking of those engaged 
in its practice. From this experi- 
ence we have been able to formu- 
late an authoritative definition of 


internal auditing, define the gen- 
eral responsibilities of the Internal 
Auditor, and clarify his objectives. 
This never could have been ac- 
complished except through or- 
ganized effort. The formal state- 
ment developed by the Research 
Committee now provides the In- 
ternal Auditor with a sort of Mag- 
na Carta. It creates a yardstick 
for the Internal Auditor to use in 
regulating and measuring his own 
standard of practice; it puts Man- 
agement on notice as to the type 
and quality of services it should 
receive; and it makes available to 
educators the necessary informa- 
tion required to formulate ap- 
propriate training courses for the 
Internal Auditor. 


In talking with a top executive 
of one of our large corporations 
this 


drifted to the subject of personnel 


morning, our conversation 


This executive made a remark 
which I have heard many times; 
a remark that I think merits some 
serious thinking on the part of all 
Internal Auditors. He said in 


discussing a certain individual; 
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Remington Rand bookkeeping machines 


reduce payroll 
administrative costs 


for modern business 


58,000,000 workers in American industry today neces- 
sitate streamlined and mechanized payroll accounting 
for efficient administration. Whatever the size of your 
payroll, deductions for social security, withholding 
taxes, pension plans or insurance premiums mean that 
your payroll procedure must be accurate, fast, infor 
mational and controlled. 


Remington Rand bookkeeping machines provide 
the special features to solve your payroll problems 
Every form you require—payroll register, statement, 
pay check or envelope, individual earnings record, etc., 
is prepared at one operation. 


individual, adjustable registers accumulate each 
deduction separately. Cross computing registers 
compute and print the net pay automatically. Completely 
electrified alphabet, numeral and operating keys speed 
each operation. Checks are numbered, dated and 
“protected” automatically! 


Let your Remington Rand specialist show you how 
this machine works on your payrolls. Write to Remington 
Rand Inc., Adding-Bookkeeping-Calculating Machines 
Division, Dept. 1A, 315 Fourth Ave., New York 10, N.Y 


MACHINES FOR MANAGEMENT 





Whatever your size... 


200 employees or 20,000 . . . complete electrification 
and balances computed and printed automatically are just two of the many 
Remington Rand features to help you eliminate waste effort in 
your payroll administration—give you extra facts and figures 
for departmental and management control. 
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“He is a fine technician; probably 
one of the best in our organiza- 
tion. But that is about all you 
can say for him.” I feel that this 
remark tells a sad, sad story. Too 
many persons concentrate on be- 
coming good technicians without 
learning how to use their skill 
effectively. They have pushed 
their technical skill far beyond the 
broad knowledge they need to 
support their specialized skill. 


The theme of our last Confer- 


ence “Increasing the Usefulness, 


of Internal Auditing to Manage- 
ment” should be taken seriously 
by all members of Tue Insrti- 
We should do more than 
give this slogan mere lip service; 
we should make it a reality by 


TUTE, 


broadening our knowledge of our 
company’s affairs so that we may 


render services beyond those of 
technical auditing. We should 
aim to be skillful appraisers so that 
we may make constructive sug- 
gestions of a wide and varied 
We should be more than 
good technicians. 


nature. 


I want to take this opportunity 
to thank the officers of Tue In- 
sTITUTE and the Conference com- 
mitteemen for their generous con- 
tributions of time and effort to the 
making of the Sixth Annual Con- 
The at- 


tendance at this Conference was 


ference a grand success. 


one of the largest in history; a 
splendid testimonial of the loyalty 
of the members to Tue | Inst!- 
TUTE and a concrete example of 
their seriousness of purpose. 
—E. H. C. 
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Successful 


Business Administration 


Most successful businesses have one quality in common— 
efficiency. In practically every department, outstanding 
aids to efficiency can be found in the products and services 


of International Business Machines Corporation. 


For All Accounting Procedures... 
IBM rELectrric PUNCHED CARD 


ACCOUNTING SYSTEMS AND 
SERVICE BUREAUS 


For the Control of Time... 


IBM time RECORDERS AND 
ELECTRIC TIME SYSTEMS 


For the Typewritten Record... 


IBM rLecrric TYPEWRITERS 


INTERNATIONAL BUSINESS MACHINES CORPORATION 
World Headquarters Building * 590 Madison Avenue, New York 22, N. Y. 
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EARLE H. CUNNINGHAM 
President, 1947-1948 
THE INSTITUTE OF INTERNAL AUDITORS, INC. 


Mr. CuNNINGHAM is a Charter Member of Tue Instrrure and has served as 
Vice-President, Director, Chairman of the Educational Committee, Member of the 
Research Committee and President of the Detroit Chapter. He is a graduate of 
Portland University with the degrees of B.C.S. and M.C.S., and had several years of 
public accounting and university teaching experience before joining General Motors 
Corporation as a Senior Traveling Auditor in 1926. He served successively as Super- 
vising Auditor and Assistant General Auditor before his appointment as General 
Auditor of the Corporation in 1943. Mr. Cunningham is a Certified Public Account 
ant of the States of Maine, Indiana and Ohio, a member of the American Institute 
of Accountants, and of the American Accounting Association, and author of several 
articles on internal auditing and staff training. 
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INITIATIVE 


UR economy has the tremendous advantage of 

possessing three and a half million business 
enterprises outside of agriculture and about six mil- 
lion business enterprises in agriculture. This means 
that the American economy has nearly ten million 
places where innovations may be authorized. Have 
you ever thought of that? Ten million places where 
experiments may be tried, where no further author- 
ity is needed to authorize an experiment. Our econ- 
omy operates under about ten million separate 
private business budgets. No regimented economy 
can hope to compete in dynamic drive with an econ- 
omy which possesses nearly ten million independent 
centers of initiative. I don’t see that the British or 
the Russians have a chance. They will fall farther 
and farther behind unless in some way or other, 
they can multiply the centers of initiative, increase 
the numbers of the authorities who can authorize 


innovations. 


One may expect the American economy to solve 
the problem of production far more effectively than 


any other economy. 
L .~-* i a 4 


Prof. Slichter, Harvard 
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ARTHUR J. E. CHILD 


Ist Vice-President 


Mr. Curtp was born in England, but edu 
cated in Canada at Queen’s University. Formerly 
Chief Auditor of Canada Packers Limited, he was 
elected Assistant Treasurer of the Company in 
1944. He organized the Toronto Chapter of Tue 
InstiruTe and was its first President. In the 
1945-46 year he was Second Vice-President of 
Tue Instrrute and during the past year has been 
a Director. Chairman of the Educational Com- 
mittee, and member of the Research Committee 
He is a member of the Canadian Political Science 
Association and the American Accounting Associ 
ahon 





GORDON G. CROWDER 


2nd Vice-President 


Mar. Crowpver studied chemical engineering at 
the Uniersity of Wisconsin, and later completed 
a course in accounting at The Walton School of 
Commerce in Chicago. 

He became associated with the Peabody Coal 
Company in 1913, and successively became Travel 
ing Auditor General Mine Auditor, head of the 
Accounting Department. and, in 1946, was ad 
vanced to Assistant Vice President in Charge of 
Finance 

He was instrumentel in organizing the 
Chicago Chapter, of which he is a charter mem 
ber: and, as 1946-47 Chairman of the Member 
ship and Chapter Formation Committee, he as 
sisted in the organization of Chapters in St. Louis 
Minneapolis, Louisville, Tulsa and Milwaukee 

He has served as a Director of the Chicago 
Chapter and in 1945-46 was a member of the 
Board of Directors of Tue Instirure 





CHARLES S. WEBSTER 


Treasurer 


Mr. Wessrer is a graduate of Dartmouth 
College. He majored at Amos Tuck School of 
Business Administration, and took an A.B. degree 
in 1933 

He joined National Biscuit Co., immediately 
after his graduation. Starting as a bill clerk, he 
subsequently became Office Manager, operating 
several sales branches in New England and in 
Memphis, Tenn. Following this, he was trans 
ferred to the Internal Auditing Division with 
headquarters in Pittsburgh, Pa.; and, in the latter 
part of 1941. he was placed in the Accounting De 
partment of the General Offices in New York City. 
After serving in various capacities, he was ap- 
pointed Assistant Controller in December, 1946 

Mr. Webster has served as Governor and 
Program Chairman of the New York Chapter, and 
as a Director and Chairman of the Auditing and 
Budget Committees of Tue Instrrure. 








REPORT ON 
OUR SIXTH ANNUAL CONFERENCE 


By J. K. LAURENTZ, Secretary 


A record gathering of over 600 members and guests, from almost 
every state in the nation, from Canada and from other countries, 
participated in the Sixth Annual Conference held on October 12th, 15th 
and 14th, at the Hotel Statler in Detroit, Michigan. Sponsored by the 
Detroit Chapter, the Conference in every aspect was a grand success; 
and a special vote of thanks is due our hard-working General Confer- 
ence Chairman, Charles J. Ghesquiere and his Committee members. 

From early Sunday morning, when the out-of-town members and 
their guests arrived, to Tuesday evening, when the Conference came to 
its eventful end, high enthusiasm and keen interest prevailed. The 
technical sessions and luncheons were each attended by well over 300 
persons, and the Annual Dinner topped all records with 429 present. 
Trips arranged by the Committee for both Monday and Tuesday. gave 
the ladies an excellent opportunity to see Detroit and its environs. 
Gordon Crowder’s very attractive exhibit showing the planned growth 
of Tue Instrrutre during the next nine years drew complimentary 
comment from all. The exhibits by the various office equipment man- 
ufacturers were also of interest, and were well patronized. 

Chronologically, the activities of the three-day Conference were 
as follows: 


SUNDAY, OCTOBER 12th 


Beginning at one o'clock, the Conference got under way with a 
Board of Director’s meeting and, at its conclusion, the Chapter Presi- 
dents held their meeting. Under the chairmanship of Harris R. Symes, 
2nd Vice-President, each Chapter President summarized the activities 
of his Chapter for the past year and gave a preview of the plans for 
the coming year. These plans assure the membership of diversified 
and interesting programs for Chapter meetings. 


MONDAY, OCTOBER 13th 


In the morning, 240 members met for the Annual Business Meet- 
ing. Committee Chairmen presented their annual reports; President 
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Hald gave an address on the activities of his administration; and a vote 
was taken on the proposed By-Law Amendments. The election of 
National Officers, for the fiscal year ending September 30, 1948, then 
followed. The electees were: 


President ...... Earte H. CunNINGHAM 
ist Vice-President . Artuur J. E. Cuiip 
Qnd Vice-President Gorpvon G. CrowpdErR 
Treasurer . 5 aaa CuHarvLes S. WEBSTER 


The meeting ended at noon and was followed by a “get-ac- 
quainted” luncheon. 


The first technical session was held in the afternoon. Former 
President Hald welcomed those attending. Arthur J. E. Child pre 
sided. The theme of this meeting was “Recent Developments in In- 
ternal Auditing — Theory and Practice.” 


Victor Z. Brink, Associate of West, Flint & Co., spoke of the many 
problems which confronted him and his co-members on the Research 
Committee in the formulation of the “Statement of the Responsibilities 
of the Internal Auditor” (published in the September issue of The 
Internal Auditor). Earle H. Cunningham, General Auditor, General 
Motors Corporation, then followed with an interesting talk in which 
he traced the evolution of internal auditing from its beginning to the 
present, outlining what it might be like in the future. Mr. J. T. S. 
Byrne, Audit Supervisor, Western Division, United States Steel Cor- 
poration, closed the meeting with a well-developed talk on “Current 
Trends in Internal Audit Programs,” giving his concept of ideal pro- 
grams to meet all the objectives of the Internal Auditor and the re- 
quirements of management. 


After the close of the afternoon session, an informal reception was 
held for the members, their wives, and guests. Music and refresh- 
ments were provided; Chapter groups serenaded each other; flashlight 
bulbs popped (see cuts), and altogether a spirit of good-fellowship 
prevailed. 


In the evening, the Sixth Annual Dinner was held in the Grand 
Ballroom. William H. Garbade presided as Chairman. After his 
opening remarks, he introduced Dr. Brink, who, in turn, introduced our 
new President, Earle H. Cunningham. Earle, in his remarks, divided 
the previous six years of The Institute into two separate periods, dif- 
ferentiating the first three-year period as “organization” and the second 
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three-year period as “growth.” For the years to come, Earle foresees 
a period of alertness by the internal auditor that will provide a gen- 
uinely constructive service to management; and he is certain Tue In- 
STITUTE will increase its scope of educational activity. 


Bill Garbade then introduced the speaker of the evening, former 
Senator Prentiss M. Brown, currently Chairman of the Board, The 
Detroit Edison Company. Senator Brown spoke of his experiences in 
Washington; cited statistics pointing to the still tremendous purchasing 
power of the American people as indicative of the bright outlook for 
future business; and credited businessmen in general for maintaining 
prices at a fair level. Senator Brown’s concept of the internal auditor’s 
responsibility is, he stated “as a guardian of corporate morality.” 

Music and entertainment were provided by a group of fine artists 
during and after the dinner. 


TUESDAY, OCTOBER 14th 


The theme for the morning session was “Re-Appraisal of the 
Systems of Internal Control.” Mr. Edward J. Barr, Barr & Hobart, 
Certified Public Accountants, presided. 


The speakers included Dan H. Butler, Assistant Auditor, Packard 
Motor Car Company; Dr. George R. Husband, Professor of Accounting, 
Wayne University; and John W. Queenan, Partner, Haskins & Sells, 
Certified Public Accountants. Mr. Butler spoke on “Acquisition of 
Goods and Services;” Dr. Husband on “Storage, Care and Control of 
Company Assets;” and, Mr. Queenan on “Sales and Other Disposition 
of Company Assets.” 


Each paper described the type of internal control that would apply 
to the specific subject covered, to the end that management might be 
assured that assets were protected and that business was being operated 
in conformity with policies. 

At the luncheon which followed, Chairman Charles J. Ghesquiere 
introduced the local Chapter Presidents of various Accounting and 
Management Associations. These were Messrs. James H. Barrett (Con- 
trollers Institute of America); J. Kent Dever (National Association of 
Cost Accountants); Charles E. Hamilton (National Association of 
Bank Auditors and Comptrollers); Thomas E. Hurns (Tax Executi.es 
Institute); Coleburke Lyons (Michigan Association of Certified Public 
Accountants); Murray MacDonald (National Office Management 





The Internal Auditor 


(Key on Page 21) 





Report on Sixth Annual Conference 19 


Association); and Mrs. Suzanne Laird (American Society of Women 
Accountants). In brief informal talks they offered their congratu- 
lations to Tue INstrTuTE on its rapid growth and professional stand- 
ing, and expressed offers of sincere cooperation toward the attainment 
of Tue Instirute’s objectives. On behalf of THe Instrrute member- 
ship, the Chairman expressed his appreciation and thanks for their 
encouragement. 


The third and final technical session was held in the afternoon 
with Gordon G. Crowder presiding. Its theme was “Management Ser- 
vice.” 

Earl A. Green, Chief Auditor, Armstrong Cork Company, spoke 
on “Cost Accounting and Its Relation to Internal Auditing;” John B. 
Thurston, Partner, John B. Thurston and Company, spoke on “Bud- 
getary Control and Its Relation to Internal Auditing.” Two papers 
were then presented giving actual “Case Studies of Special Services 
to Management;” one by Thomas W. Kimmerly, Assistant Controller, 
Burroughs Adding Machine Company, and the other by Walier R. 
Seibert, Manager, Auditing Department, Sylvania Electric Products, 
Inc. Mr. Seibert’s paper was read, in his absence, by L. C. Guest, 
Assistant Manager, Auditing Department, Sylvania Electric Products, 
Inc. 


Each of the four speakers gave examples, within the scope of their 
subjects, of how the internal auditor can assist management. 

The Conference officially came to an end with closing remarks by 
our new President, Earle H. Cunningham. 


All of the papers presented at the technical sessions were well pre- 
pared and highly informative, and were well received. In summary, 
they all related to the General Conference theme “Increasing the Use- 
fulness of Internal Auditing to Management.” Each of the presenta- 
tions was followed by extensive and interesting discussions. 


The papers presented at the technical sessions will be published 
in the near future. 
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KEY TO PICTURES — PAGE 16 


President-elect Earle H. Cunningham delivering his address at the Con 
ference Dinner. 


-An informal chat among William H. Garbade, Earle H. Cunningham, 
Prentiss M. Brown and Charles J. Ghesquiere 


Prentiss M. Brown, Chairman of the Board, The Detroit Edison Com 
pany, and former Senator from Michigan, presenting his address at the 
Conference Dinner. 


The Committee responsible for the success of the Sixth Annual Confe1 
ence, all from Detroit. 


(Seated, L. to R.: Byers Burlingame, Earle H. Cunningham, Charles J 
Ghesquiere). 


(Standing, L. to R.: Elmer J. Opitz, James M. Cleland, Charles E. Hamil 
ton, George W. Hyatt, Harris R. Symes, Frank J. Coykendall, Harry G 
Bowles). 
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KEY TO PICTURES — PAGE 18 


L.. to R.: Herbert C. M. Cobb, Charles J. Ghesquiere, Earle H. Cunning 
ham. Arthur E. Hald, Bradford Cadmus, Charles S. Webster, Victor Z 
Brink 


An informal group including Donald E. Dooley (at the piano), John B 
Thurston, Joseph E. Glass, Gordon G Crowder, Wallace L. Alstrin, Hor 
ace D. Woodcock, and others 


—Bill Townsend and a group of our Canadian members 


—A part of the large representation from our Chicago Chapter 
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The above cut shows the assembly of Gordon G. Crowder’s unique and 
interesting Chapter Formation Chart with Chapter locations selected 
for the ten-year period ending 1956. The center piece, a map of the 
world, depicts the cities where these Chapters will be located. 


On page 20 is an enlarged cut showing detail of the Chapter locations 
selected for the second five years, 1947-51. 


On page 21 is an enlarged cut showing detail of the Chapter locations 
selected for the third five years, 1952-56. 


SOME ADDITIONAL BACKGROUND 


OF THE INSTITUTE’S STATEMENT OF THE 
RESPONSIBILITIES OF THE INTERNAL AUDITOR* 


By VICTOR Z. BRINK 





As CHaAtmnMAN of the Research Committee, Mr. Brink was actively in 
volved in the preparation of the Statement of The Responsibilities of The 
Internal Auditor which was published in the September issue, and he 
therefore is especially well qualified to discuss the thinking and stud) 
which formed the basis for the final text of that Statement 


Mr. Brink was the 1st Vice President of Tue Instrirure during 
1946-47; he is a founder member, and has been Director of Research and 
active in the conduct of our organization since its formation. Mr. Brink 
is well-known as an author of books and articles on internal auditing: 
and he is presently associated with West, Flint & Co., certified public 
accountants in New York 











INTRODUCTORY 


N JULY 15, 1947 the Board of Directors of Tue Iystirure or IN 

TERNAL AupiTors approved the release of a Statement of the Re 
sponsibilities of the Internal Auditor. The Statement and a foreword 
were subsequently published in the September issue of The Internal 
Auditor. This represented the first action on the part of Tue Inst! 
TUTE OF INTERNAL AupiITors in endorsing or approving for publication 
a statement as to the functions and responsibilities of the internal audi 
tor. It was an action which in my opinion established a milestone in 
the history of the profession of internal auditing. 


While the initial responsibility for the formulation of the State 
ment was centered in the Research Committee of Tue Institute, the 
final ‘product reflected the views and suggestions of many people and 
involved a great deal of study of the many controversial issues which 
were involved. It was felt, therefore, that some additidnal discussion 
might be welcomed by the membership as to the manner in which the 
Statement was developed and some further elaboration of the thinking 
on the major controversial issues. As Chairman of the Research Com 
mittee, I was therefore asked to try to provide this additional back 
ground material. In accepting this assignment, however, it should be 


*Paper presented at the Sixth Annual Conference in Detroit 
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made clear that I speak only as an individual member. The Statement 
is a product of Tue Institute; this paper represents only one person’s 
interpretation of the thinking and conclusions expressed in that docu- 
ment. 


THE WORKING PROGRAM 


In October 1946 the Research Committee in its Preliminary Re- 
port* listed as its first ranking project the formulation of a basis for the 
issuance by Tue Institute of a statement as to the functions and re- 
sponsibilities of the internal auditor. The Committee accordingly pro- 
ceeded to set up a program to give effect to this objective. The first 
step in this program was to ask John B. Thurston to form a special 
subcommittee to prepare an initial draft for consideration by the full 
Committee. The other members of this subcommittee consisted of 
William Garbade, Wilbert Walker, Ernest Dent, and Max Kenyon. 
At the same time the Chapter Presidents were informed that a draft 
would be placed in their hands for consideration by them and their 
Chapters over the months of March and April 1947. The subcommit- 
tee made its report and, after appropriate study by the Research Com- 
mittee and some further revision, the draft was sent to the Chapters 
on March 11, 1947. This draft was then studied by the individual 
Chapters in the manner best suited to their own Chapter programs 
and, on or about April 30th, their comments were received by the Re- 
search Committee. 


The Research Committee then went into an active program of 
further study and discussion of the comments received. A number of 
meetings of the Committee were held and a corresponding number of 
new drafts were prepared which reflected the maturing thinking of 
the Committee. The Committee’s final draft was then prepared on 
July 9, 1947 and was presented to the Board of Directors for its con- 
sideration at its meeting of July 15, 1947. At this meeting the Board, 
after some discussion, approved the release of the Statement subject to 
final editing of a minor nature as might seem to be desirable in the 
light of the further comments of the Board members and subject to 
the preparation of a foreword by Messrs. Hald and Brink which would 
set forth the tentative nature of the Statement and the probability of 
further changes over the next several years. A final meeting of the 
Research Committee was held shortly thereafter to consider the final 


*Published in the December 1946 issue of The Internal Auditor. 
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changes and, on July 22nd, the final draft of the Statement, together 
with the foreword, was released to Charles J. Fue, the editor of The 
Internal Auditor, for publication in the September issue. 


MAJOR CONTROVERSIAL ISSUES 


The present discussion will first center about a number of issues 
which were more or less controversial in developing the Statement. 
At the same time an effort will be made to explain the reasoning which 
was the basis for the conclusions finally expressed. 


1. The general approach of the Statement. 


The first decision that had to be made was whether or not the State- 
ment should consist of a listing of the various types of responsibilities 
currently being assumed by internal auditors. Such a listing would 
have been developed along lines similar to the listing prepared by the 
Controllers Institute for their members. The alternative was to deal 
with responsibilities in a broader sense and to set forth more of the 
purposes and philosophy of internal auditing. 


The decision was to proceed along the latter line and substantially 

for such reasons as: 

(a) The first need of Tue INstITUTE was a statement at a broad 
high level which could later be supplemented by the develop- 
ment of more detailed responsibilities. 

(b) The profession was still too young to make any statement of 
detailed responsibilities, and there were so many variations 
in actual practice that such a detailed listing would be pre- 
mature at this time. 

(c) A statement of detailed responsibilities would tend to become 
an audit program which would lead to still further detail. 


2. Should the Statement reflect average practice or the best prac- 
tice? 

In developing the various parts of the Statement an over-all issue 
was whether the statement should faithfully reflect current practice or 
whether it should express what the Committee felt was the “best” 
practice. The first approach would be more along the lines of a Gallup 
poll; the latter would involve to a greater extent the development of 
high standards and goals toward which the membership could direct its 
growth. 
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The decision, with which I heartily agree, was to deal with con- 
cepts and standards which were consistent with practice as it should be 
as judged by the most advanced and progressive thinking of the leaders 
of the profession. In making this decision the Committee recognized 
that the Statement might in some respects cross with actual practice in 
individual cases; and that it might in some of these cases even meet 
with hostility. It was felt, however, that the interests of the profession 
as a whole were at stake and that the individual members would in the 
long run be better served in all cases by the establishment of proper 
standards. At the same time every effort was made to avoid language 
which would unnecessarily embarrass the individual member who 
might be faced with a situation which was for the time being beyond 
his control. 


3. Should the Internal Auditor be concerned with operating mat 
ters? 

One of the most difficult matters to handle was whether the State- 
ment should support the internal auditor in a program involving oper- 
ating matters. Here the Committee found that practice was extremely 
varied. Some of the comments supported the mentioned approach 
others condemned it. Some of the Committee members wished to strike 
the words accounting and financial completely from the Statement in 
order not to limit the internal auditor’s sphere of operations. Others 
felt that, unless the work of the internal auditor was definitely tied to 
accounting and financial matters, the impression would be created that 
the internal auditor was reaching for the moon and, because of this im 
pression, might discredit all of his activities. The problem was made 
further complex by the fact that terms like accounting, financial, and 
operating mean different things to individual members. Another com- 
plexity involved was in the fact that the length of his association with 
operating matters directly affects the extent to which the internal audi- 
tor can actually make a real contribution in this area. 


The decision made was, as is often the case, a compromise between 
the two extreme points of view. The Statement says that Internal 
Auditing “deals primarily with accounting and financial matters but it 
may also properly deal with matters of an operating nature.” Some 
members will feel we have gone too far while others will feel we have 
not gone far enough. Certainly the Statement puts the primary empha- 
sis on those matters which are of an accounting and financial nature 
but it also lends its support to the treatment of operating matters which 
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are at best indirectly related to accounting and finance. The latter 
area, in my opinion, is one in which the internal auditor will have to 
proceed most cautiously. My own personal views again are that the 
technical aspects of product and manufacturing are the areas of the 
qualified engineer and that the internal auditor’s area properly in- 
cludes all other phases of the company’s operations which involve the 
policies and procedures of a business administration nature. 


4. Coordination with Public Accountants. 


In the earlier drafts a section was included which set forth the 
responsibility of the internal auditor to do everything possible to co- 
ordinate his own internal auditing activities with those of the outside 
auditing group. This was in recognition of the importance of this 
coordination and its resulting benefits to all parties of interest, and the 
desire to take a strong affirmative position in supporting its study and 
development. Many of the members felt, however, that the sentences 
restated only what was in itself self-evident. The Committee also con- 
cluded that meritorious as this phase of the internal auditor’s work 
might be, this Statement was not the best place to give coverage to it. 
For these reasons the Committee decided to omit this particular material 
from its later drafts. 


5. The relation of the responsibilities of the Internal Auditor to 
those of other company officers and personnel. 


In stating the responsibilities of the internal auditor the problem 
arose as to whether the Statement might imply either that other com- 
pany officers or personnel were relieved of their own responsibilities, or 
that the internal auditor was setting himself up as one who had superior 
judgment on the various matters he was reviewing. On the one hand 
was the very strong feeling that the above mentioned implications 
should be avoided. On the other hand was the equally strong feeling 
that the internal auditor should not give the impression that he was 
trying to sidestep any real responsibility. In addition, it was important 
to leave open the right of appraisal even though the activity was in the 
domain of a specialist who should and normally would have a better 
knowledge of the particular phase of the company’s activities. 


The conclusion was expressed in the sentence: “The internal audi- 
tor should be free to review and appraise policies, plans and procedures, 
but his review and appraisal does not in any way relieve other persons 
in the organization of the primary responsibilities assigned to them.” 
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Personally I feel that the sentence is sound and that it was necessary, 
although I feel equally strongly that the internal auditor has a real 
responsibility to detect and report unsatisfactory conditions. The de- 
gree of this latter responsibility of course varies in relation to the area 
it involves. That is to say that his responsibility is greatest in the area 
where he is best qualified — the accounting phases — and less in those 
areas which involve accounting in a more indirect sense. 





6. Should the Internal Auditor do pre-auditing? 


The issue of pre-auditing touched one of the most tender spots 
among many members, and the part of the Statement dealing with this 
matter accounted for a substantial amount of the comment and criti- 
cism from the Chapters. This was indeed a delicate matter because 
of the fact that a great many members — probably the majority — are 
involved in some pre-auditing type of activity, that is, activity which 
involves the review and usually the approval of certain phases of com 
pany transactions before they are actually consummated. 

The Committee was satisfied, however, that true internal auditing 
did not properly include pre-audit activities and that by the best stand- 
ards such activities are part of the responsibilities of a properly estab- 
lished accounting organization. There were, accordingly, several al- 
ternatives. One of these was to say nothing at all about the problem 
but to leave it to the reader to draw his own conclusions from the more 
general sections of the Statement. Another alternative was to take a 
positive stand against pre-auditing and to go no further. There was a 
third alternative, which I personally supported. This alternative was 
(1) to take the positive stand against pre-auditing activities as being a 
part of true internal auditing, but (2) to recognize that for various rea 
sons management might wish to assign to the internal auditing group 
some of the phases of the work which theoretically belong to the line 
organization, and (3) to prescribe what should be done to give the 
proper coverage to such activities in terms of true internal auditing. 
This conclusion is embodied in the language: 


“Internal auditing should not include responsibilities for pro- 
cedures which are essentially a part of the regular operations 
of a complete and adequate accounting system or of a properly 
organized operating department. In some instances manage- 
ment may assign current operating responsibilities to the in- 
ternal auditing department, but, in such cases, the execution 
of the current operating responsibilities should be performed by 
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separate personnel and be subjected to the same review and 
appraisal as is accorded other operations.” 


7. To whom should the Internal Auditor report? 


The place of the internal auditor in the organization chart has 
over the years been a source of continuous debate. On the one hand 
the internal auditor needs as great independence as is possible for a 
company man to have if he is to do his job effectively. On the other 
hand it is necessary to recognize the need for and desirability of keep- 
ing internal auditing as a service group to top management. The Com 
mittee considered first the idea of taking the position that the internal 
auditor should report to an executive of no less than vice-presidential 
status. It later concluded that on sound theoretical grounds this was 
unwise in that titles mean so many different things in different organ- 
izations, and that the better solution was to state the matter in the 
more general terms of “an officer of sufficient rank in the organization 
as will assure adequate consideration and action on the findings or 
recommendations.” 


It was, however, recognized by the Committee that the more gen 
eral statement might be interpreted to justify having the internal audi 
tor report to a low rank executive on the grounds that the matters as 
signed to him for review might be such that the low rank executive 
could assure consideration and action on the matters covered. Hence 
it was thought desirable to strengthen the section by pointing out that 
the level of the officer to whom the internal auditor was made respon 
sible fixed the range of the services and benefits which would be ob 
tained from the internal auditor. Personally I think that Vice-Presi 
dent comes closer in most cases to expressing the proper level of an 
officer to whom the internal auditor should report. This personal view 
does not rule out the Comptroller provided the Comptroller is of Vice- 
Presidential status in the organization —-a state of affairs to which I 
am certain all comptrollers will subscribe. 


OTHER ASPECTS OF THE STATEMENT 


In dealing with the major controversial issues the content of the 
Statement has already been covered to a substantial extent. There 
are, however, some other aspects of the Statement which can best be 
covered by an examination of the Statement itself. These other aspects 
will now be considered. 








50 The Internal Auditor 


The Title 


From the very beginning the Committee had the problem of select- 
ing a proper title for the Statement. At various times, terms like Ob- 
jectives, Functions, and Responsibilities were used separately and in 
combination. These selections were of course considered in relation 
to the content of the Statement, which was constantly changing, and 
in relation to the sub-headings currently selected, so that the title would 
be consistent with the Statement itself. Finally it was decided that 
the term “Responsibilities” could be used in a very broad sense and 
that when it was so used it was of sufficient scope to cover everything 
that was included in the Statement. Under this interpretation such 
things as the nature of internal auditing, objectives, activities, scope of 
authority, scope of responsibility, and independence all contribute to 
the total pattern which describes the internal auditor’s responsibilities. 
It is that thinking which resulted in the choice of the single term, “Re 
sponsibilities.” 


Nature of Internal Auditing 


It was felt by the Committee that the Statement should begin with 
something that could be used as a brief definition of internal auditing 
This was based upon the belief that educators and other outside groups 
would look for some brief expression of what internal auditing was 
supposed to be. The three sentences in this section were intended to 


meet that need. 


It may also be desirable to point out that the term “appraisal” was 
injected immediately into the definition. Previously the appraisal 
function had been set forth as a separate type of function. It was, 
however, pointed out by one of the subcommittee members that the 
appraisal feature was characteristic of all of the activities of the in- 
ternal auditor, and for this reason the change was made. Similarly 
the term “independent” was injected at the very beginning in view of 
the fact that this is the special feature which distinguished internal 
auditing from other activities in the company which often are dealing. 
at least in part, with objectives similar to those of the internal auditor. 
The opening statement also uses the terms “protective” and “construc- 
tive” service, and thus sets the pattern for the next section of the State- 
ment. 


The second sentence is important because it first uses the term 
“control.”” The Committee had considerable discussion as to whether 
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iaternal auditing was a type of control or whether it was something 
which measured and evaluated other types of control. The final con- 
clusion was that it was both; and the conclusion was so stated. 


Finally, the third sentence deals with the relation of internal audi 
ting to operating matters an issue which has previously been dis- 
cussed in this paper. It should be noted, however, that this sentence is 
extremely important in that it controls the interpretation of the second 
section which sets forth in more detail the objectives and related activi- 
ties of the internal auditor. 


Objectives and Related Activities 


In the second main section of the Statement an effort was made 
by the Committee to set down the major objectives of the internal audi- 
tor in broad terms and, at the same time, outline the major phases of 
the internal auditor’s activities which related to the accomplishments of 
those objectives. It is a thin line which demarks these two types of 
things. For example, the achievement of compliance can be stated as 
an objective, and the ascertainment of the extent of compliance as a 
major type of activity. One could go still further and treat with the 
more specific underlying activities such as inspection of the documen 
tary record, analysis, observation, interrogation, physical count. outside 
confirmation and the like. The decision was made to pitch objectives 
at the highest level and to deal only with the activities at the next level, 
leaving for later treatment the techniques and methods utilized by the 
internal auditor. 


The classification of the objectives was dealt with in terms of two 
broad types — protective and constructive. It was of course recog 
nized that these two types of objectives are interwoven with each other. 
Nevertheless the Committee felt that it would be useful to identify sep- 
arately these two types of objectives and to link to them the major 
types of activities which predominantly were related to their accomp 
lishment. The protective type is essentially the maintaining of things 
as they are supposed to be in terms of existing company policies, plans 
and procedures. The constructive type deals primarily with the chal 
lenge and evaluation of existing company practice and includes sugges 
tion and recommendation directly or indirectly as to changes which 
might be made to achieve better practice and greater company welfare 
Some internal auditors will prefer to emphasize the one type of objec- 
tive, and some the other. The Statement, however, recognizes both as 
basic phases of the work of the internal auditor. 
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It may again be noted that this section standing by itself appears 
to bring every company activity within the purview of the internal 
auditor. The section is to be read, however, in the light of the third 
sentence of the first section which, as you will recall, emphasizes ac- 
counting and financial matters, and which must in turn be interpreted 
in the light of the previous discussion on this issue. 


Scope of Authority and Responsibility 


In the third section two important matters were dealt with relat- 
ing to the scope of authority and responsibility of the internal auditor. 
The first of these covers the staff characteristic of the internal auditor’s 
role as distinguished from a line function which would involve line 
authority over the other personnel of the company, exclusive of course 
of people in his own department. The second matter covers the rela- 
tion of the internal auditor’s responsibility to the responsibilities of 
other persons in the company organization — a matter which has pre- 
viously been discussed in this paper. 


Independence 


The fourth and final section deals with, perhaps, the most important 
ingredient of effective internal auditing and it covers two matters previ- 
ously discussed in this paper under controversial issues. It is necessary to 
recognize that the internal auditor being an employee of the organiza- 
tion can never have the same degree of independence as is possessed, 
for example, by the independent public accountant. He can, however, 
achieve maximum independence within the mentioned limitation. 
First of all he must have proper organizational status and secondly 
he must be apart and independent from line accounting responsibilities 

-at least within his total department. In addition I am reminded of 
Wilbert Walker’s excellent comments on this matter in his paper “Ser- 
vice of Internal Auditing to Management” delivered at last year’s An- 
nual Conference. In commenting on what the internal auditor could 
do to achieve proper independence, Mr. Walker said: “I think there is 
only one way of achieving independence, and that is by being inde- 
pendent.” 


Miscellaneous 


One further matter I should like to mention in connection with 
the Statement. While the Committee primarily had in mind the situa- 
tion in an industrial or commercial type of company, it endeavored to 
make the Statement sufficiently broad to cover the situation in any 
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organization, whether of a public or private nature. For that reason 
the term company was avoided and the broader term “organization” 
was used in its stead. 


Foreword 

Before closing the comments relating to the Statement some further 
examination of the Foreword should be made. The Foreword is of 
major importance because it expresses the approval for release on the 
part of the Board of Directors but, coupled with that approval, is the 
very real intention to indicate the tentative nature of any conclusions 
regarding the responsibilities of the internal auditor. In other words, 
a current decision was necessary if Tue InstiruTEe was to progress 
toward the attainment of its broad professional objectives; but the 
decision was not in any sense to freeze concepts as they now exist. On 
the contrary, the Board looks forward to appropriate modification and 
further development of the concepts and conclusions expressed in the 
Statement as changing conditions and greater wisdom indicate the need 
of such revision. 


Conclusion 

In conclusion, it should be recognized that all of us have views 
and convictions which differ in some respect. Moreover, the words by 
which our individual thinking is expressed also differ in meaning.. The 
final Statement will therefore not please everbody — in fact no single 
Statement could achieve that result. Hence it must be viewed with 
some tolerance and with the realization that it was a difficult task to 
achieve compromise and general agreement among the members of 
the Committee and of the Board of Directors. 

It is most appropriate here also to recognize the excellent coopera- 
tion which was accorded to the project by so many persons. This group 
includes the members of the special subcommittee and the members 
of the full Research Committee. It includes also the Chapter Presi- 
dents and the many Chapter members who in various ways partici 
pated in the review and criticism of the draft sent to the Chapters. The 
results achieved here are in line with the way the Research Committee 
can and should operate on its various major projects. The greater the 
participation by the membership in all of the Research projects the bet- 
ter will be the various final products, and, what is equally important, 
Tue Instrrute membership will share the experiences which make 
for better members and a better INstrrute. With this project we have 
made a start, and it should be but the opening round of a truly sound 
long range program. 
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INTRODUCTION 


NY discussion of policy must proceed from a determination of what 

policy is. Simply expressed, policy is a way of doing things. 
Generally, the various dictionaries define policy as a course or method 
adopted and followed by a government, institution, body, or an individ- 
ual. To determine what policy is in all of its aspects, procedures and 
methods must be included. 


Any review of a company’s organization and operations must be 
founded on what the mission of that company is and what its policies 
are. The policies give vitality to the mission. They are the admin- 
istrative means by which the purposes of the company are accom- 
plished. Policies cannot be inert, they must be alive and they must be 
flexible enough to reflect changing conditions. The mission or goal of 
the company may not change but the means of accomplishment can 
and, in most cases, should. Static policy often indicates a decadent 
organization. 


THE BASIS OF POLICY 


Policy is usually thought of as some formal written pronounce- 
ment by a managerial authority. To a considerable degree this is 
true. Such written policy is usually found in rules, orders, and pro- 
cedures for the guidance of executive, administrative, and line per- 
“Paper presented at the Ninth Annual Institute on Accounting of the Ohio State 
University, Columbus, Ohio. 
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sonnel. The discovery of such policy is a matter of examining the 
record. 

There is, however, a large part of policy which is not written and 
which is just as significant a part of operations as written policy, and 
in some cases even more so. This unwritten policy is found in the 
traditions and habits of industry and in the attitude and thinking of 
men. It reflects itself through the entire organization in the methods 
of operations and in the cost of doing business. Fundamentally, it is 
more important than written policy because it is accepted as a normal 
way of doing things. It is an avenue by which waste and inefficiency 
can enter any organization. Unquestioned acceptance of these tradi- 
tions and habits is a sure way to stop progress and to surrender markets 
to more progressive competitors. 


EXTERNAL INFLUENCES IN CREATING POLICY 


A large part of company policy is not freely created. Statutes, 
regulations of governmental authorities, and union influences form a 
large part of the foundation of policy. These external authorities and 
influences affect practically every phase of doing business. There are 
statutes, both federal and local, which determine or influence policy 
in finance, personnel, sales, safety, sanitation, and welfare, to mention 
some. In the regulated industries, such as the public utilities and rail- 
roads, they govern accounting methods, reserves, rates, and the char- 
acter of service. These regulations extend to the terms of contracts 
that can be awarded for construction and to the length of time that 
records and underlying data must be retained in storage. Some of the 
regulatory bodies created by law have semi-judicial authority to inquire 
into, investigate, and render decisions which vitally affect the admin- 
istration and organization of privately owned business. The decisions 
of these bodies affect and create policy. 


INTEGRATION OF POLICY CREATED AT 
VARIOUS LEVELS 


Where the making of policy can be freely exercised without ex- 
ternal influence, all levels of authority within an organization can, and 
usually do, create policy. The executive level usually determines policy 
on a more or less broad basis. Interpretation of that policy and its 
administration, mainly through the medium of executive orders and 
methods, must necessarily be left to other levels of authority in the 
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organization, from the department head to the first line of supervision. 


In the fields of industrial and commercial relations, intermediate 
and lower levels of supervision, to a very significant degree, influence 
policy and, to some extent, create policy. These fields both deal with 
human relations. In many organizations, by necessity, there is an un- 
avoidable insulation between the executive levels and the operating 
employees and the average run of customers. By their closer and more 
intimate contacts, the lower levels of supervision have a better concept 
of the attitudes and habits of mind of both employees «nd customers 
and are in a better position to detect those sore spots which can have 
detrimental effects. 


Many companies allow considerable latitude to the intermediate 
and lower levels of administration in the making and execution of pol- 
icy as it affects people. It is a wide practice to have frequent meetings 
of supervisors and local managers to discuss the problems of relations 
with employees and customers. Through these forums there is a free 
interchange of experience and ideas which are influential in determin- 
ing policies and their interpretation and administration. Policy mak- 
ing is not always a percolating progress from the top to the bottom. 
The reverse is often true. The first hand experiences of those who 
come in contact with people are valuable in making executive decisions. 


In connection with branch or district operations, to take another 
example, it is often advisable for local management, within reasonable 
limitations, to make policy as it affects its area. Not all communities 
have the same characteristics. Racial origin, economic circumstance, 
and local customs and traditions are significant factors in dealing with 
people. Policy should be made and adjusted to meet these factors. 
When standards are inflexible, they may create relationships which 
are harmful. 


EFFECTS OF POLICY 


Policy can have both tangible and intangible effects. The tangi- 
ble effects can be evidenced in costs and operations. The intangible 
effects can be evidenced in the attitudes of people. In both cases, there 
is an economic effect. The tangible effects of policy can be expressed 
in better or poorer operations, lower or higher sales, costs—up or down, 
and better safety experience. The intangible effects of policy can be 
expressed in the content or discontent of employees, in the satisfaction 
of customers. It is difficult to evaluate these effects of policy. They 


The Internal Auditor Looks at Company Policy 37 


are probably more important than those effects which are visible as a 
matter of record. They can produce industrial harmony or disorder, 
and successful or unsuccessful disposal of products. They can affect 
costs and production as a result of employee attitudes, and income as a 
result of customers’ attitudes. 


ACCOUNTING IMPLICATIONS OF POLICY 


Policy has effects on accounting in method or in results or both. 
These effects are reflected in 
1. The accounting and clerical routines necessary to record the 
factors arising out of the policy; 


2. Accounting controls; 


4. Accounting results. 


Some policies have extensive effects on clerical routines. Illus 
trative of this effect on accounting and clerical routines is the changing 
of clauses in union contracts. The almost-yearly adjustment of these 
contract clauses, many of them novel in nature and difficult to fit into 
the pattern of payroll systems, causes problems in the keeping of per 
sonnel records, payroll methods, and cost accounting. Income Tax 
and Social Security withholdings from employees’ wages, and the add 
ing of taxes based pn sales to customers, have added costs and created 
problems of control and accounting. 


When the creation of policy is within the free determination of 
the company organization, policy adjustments can be made accord 
ingly. Before a policy is undertaken which will cause changes in the 
accounting and clerical routines, a cost estimate is usually made and 
if burdensome the policy can be changed to produce the best economi 
result. 


When policies relate to physical functions, such as operations. 
property construction, and sales programs, they produce an accounting 
effect. A change in policy may cause a change in accounting results 
Costs of operations can rise or fall and revenues can fluctuate unde 
policy and method changes. 


Policy decisions may be entirely accounting in nature with no 
immediate effect on the way of doing business. New methods for the 
distribution of overheads may affect costs. Assets may be revalued or 
reclassified. New reserves may be established or the basis or appropri 
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ations to existing reserves may be changed with results reflected in the 
income position. Policies of accrual or prepayment accounting may be 
changed to cause variations when compared with previous periods. 


THE INTERNAL AUDITOR AND POLICIES 


How do all of these factors of policy fit into the job of the internal 
auditor? 

Some companies do not leave the creation and interpretation and 
administration of policy to go unchecked. The checking of policy 
factors is a part of the function of the internal auditor. Operating in 
a field of broad perspective, in which the operations of all parts of the 
company are included, he is in a favorable position to note aspects of 
policy or method which might be significant in savings or better meth- 


ods. 


The internal auditor can be an effective liaison agent. Experi- 
ence has shown that the various divisions or branches of an organiza- 
tion, even where the duties are common in character, are incompletely 
informed as to the operations of the other divisions. The internal audi- 
tor can be valuable in acquainting these separate units of the details of 
policy and methods of each other to the advantage of each. 


The interpretation and administration of policy in large organiza- 
tions must necessarily be left to the various levels of authority within 
the company. This is applicable whether the policy is freely created 
within the organization or determined by external authorities. It 
sometimes happens that somewhere, within the organization, there is a 
failure to know of the existence of a policy because the pipeline of in- 
formation has become clogged or diverted. It more frequently hap- 
pens that the requirements of a policy are not understood. In other 
cases both knowledge and understanding of the policies are present but 
the administrative technique is not effective. The internal auditor 
can be valuable in these cases. He can furnish the knowledge and 
interpretation of policies and be helpful in the correction of the defects 
in the avenues of information. Where the administration of policy is 
poor, he can be constructive in his recommendations to cure it. 


INTERNAL AUDITING METHODS AFFECTING POLICY 


It is not a simple matter to develop auditing programs for review 
of policy. Policy offers too many complications. The internal auditor, 
if he is competent and effective in his job and has that innate sense 
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which characterizes a good auditor, will develop an attitude of mind 
towards policy. By his habits of thinking and the experience he gains 
in making his reviews, he can evaluate policy and methods and their 
administration as effective or ineffective, and efficient or wasteful. No 
matter by what routine steps he performs his tasks, there is a funda- 
mental with which he must be acquainted, and that is what the policies 
are that apply to the subject of his review. He should acquaint him- 
self with all the details of policy both determined internally within 
the company and originating from external authority. This know- 
ledge does not come rapidly and is usually acquired over a period of 
time as a result of repeated surveys. 

There are a few generalizations which are helpful and useful in 
formulating methods of review. 

When the policy originates from external authority, such as 
statutes, regulations, or union contracts, the following should be con- 
sidered 

1. That the requirements of the externally determined policy have 

been made effective in the company organization. 


to 


That the procedures and methods used in the various depart- 
ments and divisions of the organization meet the requirements 
of the policy. 

5. That the various levels of administration and authority in the 
company have a good understanding of the meaning of the 
policy and their interpretation and actions are consistent with 
its intent. 


In those cases where policy has its origin in the traditions or habits 
of the company or industry, or there are factors of community or other 
local characteristics, it is advisable to determine the following: 


1. The origin or underlying reasons for the policy. 


2. A comparison of results with other divisions or locations in 
which similar conditions are treated differently. 
3. The consistency of the policies with the objectives and purposes 


of the company and the attitudes and pronouncements of its 
top management. 


Under policies freely determined or created internally in the or 
ganization, consideration should be given to the following: 


1. That the policies are consistent with national, state, or local 








40 The Internal Auditor 


statutes and ordinances and regulations and with union con- 
tract clauses and collective bargaining procedures and decisions. 


2. That there is a consistency in interpretation at the several ex- 
ecutive and supervisory levels. 


3. That there is a cohesion of policies created by the various ad- 
ministrative levels or in the various divisions and locations 
which make for consistency even though there might not be 
complete uniformity. 


All studies of policies and methods made by the internal auditor 
should have the economic effects as an objective. This is true even in 
those cases where the policy is determined by outside authorities. 
Management should be informed of the results of policy whether they 
be good or bad. When the results of freely determined policy are poor, 
the policy can be changed to get better results. When externally de- 
termined policy produces poor results, management can adopt what- 
ever means it has at its disposal to influence a change in the policy. 


Although a significant part of the internal auditor’s duties are 
concerned with the review and evaluation of policy, there are sub- 
stantial reasons why he should be cautious in intruding on the making 
of policy as it affects other departments of the company which are 
subject to his examination. He should confine his policy-making au 
thority to his own activities. His findings can be a guide and an influ- 
ence in the making of policy but they should avoid the creation of 
policy. Each department or division in a company has its duties and 
its responsibilities. Included in those duties are the development and 
supervision of policies and methods. The responsibility for efficient 
accomplishments should be wholly that of the department or division. 
If the internal auditor, in the course of his surveys, developed new 
policies or methods for the use of other departments, he would be re- 
sponsible for the ultimate results, particularly if they were bad. He 
would jeopardize his independence to be critical of a method or a policy 
which he had created. 


CONCLUSION 


The subject of policy is complex because it has many character- 
istics and‘many effects. Policy has its origin in traditions and customs, 
in the authority of government, and in the attitudes and thoughts of 
people. Business has had added to it, by the rules of government and 
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by union influence, obligations primarily social in concept. Companies 
now operate under a mixture of policies, those which are freely de- 
termined within the company organization and those which are im- 
posed by statutes, regulations, and union authority. All of these pol- 
icies have a result on costs and ways of doing business. 


In recent years, executives have been, to a considerable extent, 
precluded from making personal observation of the details of admin- 
istration and operations. Reliance for unbiased factual reporting of 
conditions has had to be placed on staff agents, among them the in- 
ternal auditor. As progressively practiced in many organizations, in- 
ternal auditing is creating standards and philosophies for the review 
of policy and its results. 





CHANGES OF ADDRESS 
Institute Members 


The Secretary’s office reports that there is a consider- 
able amount of returned mail for the reason that members 


have failed to advise that office currently of changes in 
address. 


All members are, therefore, urged to advise the Secre- 
tary’s office promptly of any changes of address in order 
that all mail will properly reach them. 
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S soon as operations become widespread and sales are made from 
inventories at different locations, home office Management finds 
itself in need of the assurances that the internal auditor can provide. 


Sales branches may be entrusted with sizeable inventories of sal- 
able goods, varying amounts of cash, accounts and notes receivable, 
automobiles and other fixed assets. They may sell at wholesale or at 
retail; sometimes at both wholesale and retail. Prices are almost al- 
ways set by the home office, as are discounts and other terms of sale. 
If extended payment plans are in use, they are usually specified in 
detail by the home office. Responsibilities are largely centered in the 
branch manager. He has authority to hire and discharge his staff, and 
is in a position to direct all operations for better or for worse. 

Conscious of the wide authority possessed by the branch managers, 
Management looks to the internal auditor for assurance that the re 
sponsibilities delegated to them and to other branch personnel are be- 
ing discharged in accordance with established policies and procedures. 


MANUALS 
Managerial controls should begin with and be based upon account- 
ing and operating manuals. 


*Paper presented at a meeting of the Detroit Chapter. 
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The internal auditor should collaborate in the preparation of the 
manuals; at least he should know them thoroughly and suggest changes 
from time to time when his examinations disclose lack of established 
policy, better methods, or weaknesses in established policies or pro- 
cedures. If a manual is written with reasonable detail, it will require 
frequent changes. Unless the organization is large enough to maintain 
a systems or methods department, a good plan is to have an editing 
committee composed of sales, accounting and auditing personnel. Each 
of these departments should carry equal responsibility for the manual 
and present a united front in insisting upon compliance with its pro- 
visions. 

While many basic rules of internal control can be specified in a 
manual, there are still many that cannot be rigidly applied if the size 
of the branch operations and the number of employees vary greatly. 
To render his best service to Management, the internal auditor must 
be schooled in the principles of internal control and cross-check by 
division of duties. Even though the organization is such that detailed 
procedures are established by the home office, changes creep in through 
replacement of personnel and because of their varying degrees of ability 
and technical training. Unsound changes must be detected and cor- 
rected. Improved methods should be commended and the manual 
should be changed to require general use of the best methods. Branch 
personnel should be encouraged to suggest improvements or expansion 
of the manual. Much can be learned from the people in the branch 
who do the work. 


Before starting field work the auditor should have a well-founded 
knowledge of the accounting and operating manuals. 


AUDIT PROGRAMS 


Since all sales branches of a given company usually operate along 
similar lines, audit programs can be drafted in advance. The audit 
program should not be looked upon as a complete list of all the opera- 
tions to be performed during the audit. Rather, it should be more of a 
reminder list covering only the broad approach, with the auditor being 
left free to pursue any leads which develop from following the basic 
program. The detail in which the program is written must, of course, 
vary with the experience and training of the auditor who is to follow it. 


The principal danger from use of a detailed program is that it 
does too much of the auditor’s thinking for him and fosters a mechan 
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ical approach. If the auditor looks upon his work as a routine, he is 
not likely to produce the results that Management has a right to ex- 
pect. 

CASH 


The count of cash and undeposited receipts should be the first 
operation of the audit. Cash is the most liquid of all assets and most 
subject to manipulation. No news circulates so fast in a Sales branch 
as the information that the auditors have arrived. I.0.U.s will be 
picked up and petty cash shortages will be made up if humanly pos- 
sible before the auditor’s count, unless he makes his cash count shortly 
after arrival. All undeposited cash and petty funds should be checked 
and balanced to the books at once. 


A good plan is to provide the Sales branches with two bank ac- 
counts; one for deposits of receipts only, and the other an operating 
fund of close limits which is subject to withdrawal by checks issued 
by the branch. Banking arrangements should provide that all bank 
statements and paid checks go directly from the bank to the home 
office for reconcilement. 


The system may provide that a disbursement report is to be pre- 
pared and forwarded to the home office. Supporting invoices or vouch- 
ers usually accompany such reports. After audit and recording, the 
invoices or vouchers may be returned to the branch. If this is done, 
some protection against their re-use is required. 


While in the branch office the internal auditor should review the 
current disbursement report and its supporting documents. He should 
look for evidence of internal control over goods received or services 
rendered and be alert to possibility of overpayments of vendors’ ac- 
counts or returns of materials purchased from outside vendors. Such 
overpayments or returns make possible unexpected recoveries which 
certain employees may be able to convert to their own use. 

Other questions in connection with cash include: 

Is cash properly protected during business hours? 
How is it stored overnight? If stored in a safe, who has 
the combination? Is there a record of how much cash is 
stored in the safe overnight? Has the combination been 
changed after changes in personnel? 


At what time of day is the deposit made up? By whom? 
Is it taken to the bank promptly? By whom? Does it 


—_ 
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include only receipts of the previous day? Does this 
leave considerable cash on hand overnight? 


As to many of these questions the manual may be silent, but pru 
dent managers will insist upon protective procedures. The auditor’s 
day-by-day observations will help Management appraise the relative 
strength or weakness of the branch administration. 


ORGANIZATION CHART 


The auditor should prepare an informal organization chart. This 
would show names of both key and subsidiary personnel with lines of 
responsibility, and should list their duties, both regular and occasional. 
Space should be left for notations and personal observations as the 
work progresses. The labor classification of each employee should 
be noted and questions raised about those employed on a temporary 
basis. The auditor should make an effort to see and identify each 
employee during the course of the audit. This protection against 
padded payrolls is especially important when pay checks are prepared 
at the home office and sent to the branch manager for distribution. 


Many times weaknesses in internal control may be detected im- 
mediately in the drafting of an organization chart. Such weaknesses 
should, in part, determine the extent of verifications to be made. Types 
of transactions not adequately protected by cross-check within the 
organization should be noted for special attention. 


INVENTORIES 


If the business involves the sales of large, expensive items like 
machines, refrigerators or automobiles, these should be physically in 
ventoried first. The auditor should inquire as to the locations of all 
items, particularly those stored off the premises. The physical count 
ing should be so planned that the movement of goods will not con 
fuse the counts. If item serial numbers are available, they should be 
used. At least some tests should be made to insure that standard equip- 
ment is attached; in the case of automobiles, for example, that heaters 
and radios are accounted for. 


When the inventory of major items is finished, the auditor can 
turn his attention to the inventory of smaller items such as the spare 
and replacement parts. The verification of these inventories might 
begin with a review of the perpetual inventory cards. The auditor 
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should observe the posting operations and determine the status of post- 
ing of both receipts and sales. 


The cards should first be reviewed in a general manner to appraise 
their completeness, whether balances are shown after each entry, 
whether proper date references are made, whether minimum stock 
or order points are maintained, whether orders, prices, stock numbers, 
bin locations and full descriptions are entered, whether obsolete, slow- 
moving or overstocked parts are included, and whether cards show 
minus or overdisbursed balances. 


During the course of this review the auditor should be listing 
some parts for physical check. All minus balances should be checked 
against the true stock condition, and corrections to the perpetual in- 
ventory record made. If the inventory includes items for which a 
black market exists, some of these items should be listed for physical 
verification. Spark plugs are readily salable to gasoline stations or 
alley garages and are an example of what is meant by black market 
items. The test-counts should include representative items from each 
class of stock. 


Before starting his physical counts the auditor should be sure that 
he has established a good inventory “cutoff” on the items to be counted; 
that all goods received and all sales have been entered on the perpetual 
record. While making his physical inventory counts the auditor should 
be alert to all procedures followed by the operating department. He 
should notice whether receiving clerks count and examine incoming 
shipments and whether they compare their counts to packing slips. If 
the branch finds that quantities of parts received from the factory differ 
from the invoice and packing slip, the auditor will accomplish two 
results by investigating the difference. He will be checking both the 
controls exercised by the branch and the factory shipping operations. 


Practices followed in filling orders for shipment should also be 
noted. Note how parts shipped or back-ordered are recorded, and also 
whether the shipping department re-checks the counts when packing 
for shipment. 


It is not sufficient for the auditor to list differences between his 
count of stock and the perpetual inventory record. He should question 
why the errors were not detected by branch personnel through internal 
controls; perhaps the requirements of the manual are not followed. 
He should investigate shortages thoroughly and study them carefully. 
Upon study, a pattern of error may appear which might indicate theft 
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or defalcation. Frauds are usually systematic. The defaulter usually 
has only one or two ways of operating. Usually he is in a position to 
avoid some step in the system of internal control. 


The auditor should also test postings of goods received and sold, 
both from the original documents to the perpetual inventory cards and 
from the cards to the documents. If the maintenance of the perpetual 
inventory cards is supervised by the same person who has custody of 
the goods on hand, the tests should be fairly extensive. If a particular 
card cannot be located, the auditor should expand his check of that 
item. The internal auditor should also test purchase and sales prices 
while testing the postings to the inventory cards. If a disbursement 
posting appears which cannot be traced to a sales invoice, it should be 
thoroughly investigated. 

The auditor should make substantial tests of bills-of-lading and 
express receipts in comparison with sales invoices. If goods are being 
shipped and not being invoiced in the regular manner, this test may 
disclose that fact, as well as disclosing shipments of more goods than 
are covered by the invoice. 


INVOICING SALES 


The auditor’s examination of sales invoicing done by the branch 
should begin with a review of the steps which lead up to the prepara- 
tion of the invoices as well as those that follow. He should determine 
whether the invoice is prepared directly and immediately from the 
customer’s order or if the order is first sent to the parts department to 
have the goods selected and packed before the invoice is prepared. In 
quiries should develop whether up-to-date catalogs are used for pricing 
or if the prices are taken from the perpetual inventory cards or still 
another record. If taken from the inventory cards, the auditor’s tests 
should be made against the catalog. He should determine whether 
the pricing, extensions and footings of invoices are checked by an em 
ployee having no part in the original work. 

Sometimes a considerable saving of time and effort will result from 
a well-studied approach. Sorting invoices by type and tabulating 
quantities will permit a single extension and prove pricing, extensions 
and footings with a single calculation. Tabulations made in this veri- 
fication may also be usable in checking cost of sales. 


The auditor should also investigate the records in use for applica- 
tion of sales discounts to various classes of trade. Sometimes special 
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price concessions may not have home office approval. The working 
papers should include comment as to whether the invoices are care- 
fully prepared and dated, and show method of delivery, terms, etc. 


ACCOUNTS RECEIVABLE 


Most Sales branch operations involve the use of an accounts re- 
ceivable ledger for some charge sales. 


The auditor should obtain the most recent detailed trial balance, 
foot it and compare it with the control. It should then be compared 
with the individual accounts and its aging checked. Accounts not col- 
lected within the established period should be closely reviewed for 
possibility that sales are being made without adequate regard to the 
collectibility of the accounts, for granting of terms not approved by 
Management, for fictitious charges, for lax collection methods, for 
overcharges, disputed deliveries, clerical errors, and even for lapping. 

The best verification of the accounts is a positive type confirma- 
tion. Preferably the confirmation request should accompany the 
monthly statement of account, but this is not always possible. 


Authenticity of the entries in the customers’ accounts should be 
tested by tracing postings from invoices and cash records to the detail 
accounts as wel! as from the detail accounts to the invoices or cash 
receipts record. The numerical sequence of invoices should be checked. 
Credit memorandums shculd be reviewed and their nature and approval 
noted. 


MISCELLANEOUS PROPERTY 


If the branch is furnished with automobiles or trucks for business 
use, they should be identified by the auditor and their general condition 
and appearance noted. The general layout, neatness and upkeep of 
the business property should also be noted. Poorly laid-out quarters 
may make it difficult to control the physical inventory. Ill-kept and 
unsanitary work space and rest rooms may cause excessive turn-over 
of personnel. 


GENERAL 


There are many more auditing functions that will be required, but 
they vary widely as between businesses. 


The auditor should establish a dignified but friendly relationship 
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with employees of the branch. He can help smooth out the little fric 
tions that develop between home offices and branches. He can act as 
intermediary in securing from the home office answers to questions 
the branch may raise. He can instruct in matters where the manual 
is not clear or not understood. If a helpful attitude is taken, the branch 
personnel will be glad to see the auditors arrive. 


A well-conducted audit followed by a concise, factual and unbiased 
report will win the confidence of Management and provide assurance 
that the operations of the branch are well conducted and that the assets 
are properly accounted for. 


AGE OF SCIENCE 


In this age of science, the language of the scientifically elite is most 
perplexing. In Washington recently Dr. George Russell Harrison, 
dean of the Massachusetts Institute of Technology, related this example 
of our time 


A New York plumber wrote the U. S. Bureau of Standards his 
discovery that a dose of hydrochloric acid would quickly open a clogged 
drainage pipe and asked if it was a good thing to do. A Bureau scien 
tist replied: “The efficacy of hydrochloric acid is indisputable, but the 
corrosive residue is incompatible with metallic permanence.” 


The plumber wrote back, thanking the Bureau for telling him the 
method was fine. The scientist, a little disturbed about the misunde 
standing, showed the correspondence to his boss (another scientist) 
The latter wrote the plumber: “We cannot assume responsibility. for 
the production of toxic and noxious residue with hydrochloric acid and 


suggest you use an alternative procedure.” 
o 


The plumber answered again. He agreed with the Bureau 
hydrochloric acid worked fine. The two scientists, upset over the 
future of New York’s drainage, called in a distinguished colleague to 
break the impasse. In a final letter to the plumber the third scientist 
reluctantly lapsed into the layman’s language: “Don’t use hydro 
chloric acid. It eats hell out of the pipes.” 


The Mission Pilot 
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‘HE purpose of this paper is to discuss methods by which an internal 
auditor may examine activities relating to ordering and purchasing 
materials. By ordering is meant the procedures by which we deter- 
mine what we need and when we will need it, in contrast to purchas- 
ing where we actually place a purchase order with a vendor and insti- 
tute proper procedures to ensure that the material reaches us by the 
time we need it. 


In addition to a discussion of auditing methods which may be 
followed, this paper is also intended to include a discussion of some of 
the problems likely to be encountered, and some of the things which 
may require discussion in the audit report. 


ORDERING PROCEDURES 


The ordering function may be assigned to various departments. 
The function of ordering certain supplies, for example, may be assigned 
to the department using them, such as the ordering of office supplies 
to one of the principal office departments, or the ordering of experi- 
mental supplies to the experimental department. Usually this is done 
on the grounds that they can determine their requirements more read- 
ily than any one else. Generally, however, the ordering of supplies 
and other non-productive materials is performed by the personnel 
maintaining perpetual inventory records for such materials. 


*Paper presented at a meeting of the Los Angeles Chapter. 
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The ordering of productive materials is generally based on a list 
of materials required to make the products, usually known as a bill of 
materials. In the case of productive materials the ordering function 
may be assigned to (a) personnel preparing bills of material, (b) per- 
sonnel maintaining the perpetual inventory records of productive 
materials, or (c) to personnel responsible for production control. 


The purchasing function is usually assigned to a special depart- 
ment organized to prepare purchase orders on the basis of requests 
from others and to place these orders with reliable vendors at satis- 
factory prices. 


In making an examination of the activities described above, the 
purpose is not to verify a large proportion of the transactions resulting 
from these activities, but rather (a) to determine whether or not proper 
procedures have been provided, and (b) to be sure that the procedures 
are being followed. The auditor’s job in this case, then, is to appraise 
the effectiveness of the procedures. 


ORDERING NON-PRODUCTIVE MATERIALS 


It is important that the internal auditor pay careful attention 
to the effectiveness of ordering procedures relating to non-productive 
materials because often these are not as closely watched as productive 
materials. Obviously, if the personnel charged with the responsibility 
for ordering such supplies never order unneeded material, nor in quan- 
tities in excess of current requirements, trouble from overstocking or 
from unuseable items is unlikely to arise. Unfortunately, this ideal 
situation is not often found. 


One of the first things to be done is to review the practices fol- 
lowed and see whether they are sensible. For instance, if procedures 
provide that supplies are to be ordered on a maximum-minimum basis, 
be sure that the strict observance of such a procedure does not result in 
the placing of many orders of very small amounts. In most com- 
panies the handling of each purchase order costs several dollars. It 
may be desirable to change the procedures so that a one-year supply 
is to be ordered if the value of such a one-year supply is not over $5.00 
for example. Where a 90-day supply costs $1.25, it might cost more 
to place the purchase order than the cost of the material itself. Care- 
ful review of procedures to be sure they are practical and sensible may 
lead to recommending changes which will result in savings to the com- 
pany. 
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After you have reviewed the procedures, test their effectiveness 
by some means such as the following: 


1. Convert the value of the inventory into the number of months 
supply on hand by dividing the total value by the average monthly 
usage. This is a practical over-all test to determine whether or not pro- 
cedures are working. For instance, if it is intended that, on an average, 
a 60-day supply should be on hand and you find a nine-month supply, 
investigate and find out why. In times when it is difficult to procure 
materials you may find that it is advisable to maintain stocks of items 
difficult to obtain far in excess of the ideal quantity. However, be sure 
that such deviations from procedure are justified and that all materials 
are not ordered excessively merely because of difficulty in procuring 
certain critical items. 

In this connection, the internal auditor should carefully analyze 
the disbursement amounts to be sure that they really represent usage. 
Such disbursements may include transfers to other inventories, loans 
of parts or equipment which are to be returned and other credits which 
do not constitute usage. 


2. Review individual inventory items with large balances and, if 
balances are in excess of requirements, determine why this has oc- 
curred. 


3. Make inquiries concerning inactive or slow-moving items. In- 
vestigate the reasons for their procurement; such investigation will 
frequently lead to the source of the trouble. 

4. Determine whether items which are not needed, or are greatly 
in excess of requirements, are disposed of by sale, scrapping, or other 
appropriate means. It has been estimated that it costs 15 to 25 cents 
annually to maintain an inventory item worth a dollar. Therefore if 
the supply inventories are overstocked by even as little as $10,000, a 
substantial saving may result from appropriate procedures for the dis- 
posal of unneeded materials. 


ORDERING PRODUCTIVE MATERIALS 
The importance of having effective ordering procedures for pro- 
ductive materials is likely to exceed even that for non-productive items 
because the volume of productive materials is usually so much greater. 
The first step in reviewing ordering procedures relating to produc 
tive materials might be to review and test the procedures used in com- 
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puting the bill of materials required to manufacture one unit. If the 
record is not maintained with a reasonable degree of accuracy, kinds of 
material will be ordered for which there is no use, or quantities will be 
ordered in excess of requirements. 

In testing the computations used to establish the bill of materials, 
it may be necessary to refer to blueprints or other technical sources or 
to request competent persons in the bill of materials group to show in 
detail how the quantities were computed. The computations may be 
pretty rough and a satisfactory degree of accuracy may not be attain- 
able. It should be borne in mind in such cases that this bill of mater- 
ials is the basis for ordering material and if it is too inaccurate the 
company’s money may be needlessly spent. 

The next computation which may be reviewed is that of extending 
the quantities of materials shown on the bill of materials by the num- 
ber of units to be produced to determine total quantity of each material 
required for a given contract or during a given period. While there 
certainly is nothing complex about extending the material for one 
unit by the number of units to be manufactured, occasionally ridicu- 
lous and costly errors can be made, particularly where such compu- 
tations are not always carefully checked. 

It is important also to review the scheduling procedures by which 
it is determined how much material is to be delivered to the company 
each week or month. If the scheduling is not carefully done it may 
result in material shortages, causing production line delays or shut- 
downs. In the event that material is scheduled into the plant before it 
is needed, inventory balances mount, together with unnecessary carry- 
ing costs. 

It may be advisable to review procedures for transferring the 
quantities needed to forms requesting the purchasing department to 
purchase material. Such forms should indicate when this material is 
needed in the plant. 


After the Internal Auditor has reviewed the foregoing procedures 
related to ordering productive materials, he probably will apply some 
of the following tests, in order to determine whether or not an effective 
job is being done by personnel responsible for ordering productive 
materials: 

1. Test the total inventories in the same way suggested for supply 
inventories by dividing the total amount by the average monthly usage 
to determine how many months supply of productive materials are on 
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hand. Then give some thought as to whether the supply on hand is rea- 
sonable in light of the circumstances, or whether inventories could be 


reduced. 


2. Test individual items in the perpetual inventory to determine 
whether or not they are required by the bill of materials records and 
whether or not quantities on hand are in excess of current needs. For 
instance, if you make the over-all test just described, the total quantity 
on hand may appear reasonable in comparison with monthly usage, 
but there may be individual items which have been greatly over pro- 
cured. These may be offset by other items for which there is little or 
no material on hand. Furthermore, while the material for a particular 
item may all be required, it may not be needed for a long time and the 
inventory balance could have been maintained at a lower amount if 
such items had not been ordered until they were needed for production. 
In either case, investigate instances where the amounts are significant 
and try to determine whether the procedures are faulty or whether fail- 
ure is due to carelessness, so that remedial measures may be recom- 
mended. 


3. As in the instance of non-productive materials, check to see if 
there are items which are slow-moving or inactive; investigate such 
items. 

4. Determine whether inventories are reviewed regularly to ear- 
mark slow-moving or unneeded materials for disposition. Keep in mind 
that it costs money to retain unneeded material in inventories. 


PURCHASING PROCEDURES 


The function of a purchasing department, as contemplated in this 
discussion, is to place purchase orders, on the basis of requests received 
from ordering departments, with reliable vendors, at satisfactory 
prices. It is also their function to follow up such purchase orders to 
ensure arrival of the material at the time it is needed. 


Here again it is the auditor’s job to see that proper procedures are 
provided and then to make appropriate tests to see that they are fol- 
lowed. Obviously, because of the nature of this function, much care 
must be exercised in appraising the system of internal control in order 
to be sure that opportunities for fraud are minimized to the greatest 
possible extent. 

Some of the matters which the auditor may cover in his review 
of the procedures of the purchasing department are as follows: 
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1. See that there is proper control over the issuance of purchase 
orders. This may consist of a system of prenumbered purchase orders 
which are to be controlled by accounting for each consecutive number. 
Test this procedure by accounting for a selected number of documents. 


2. Review carefully procedures followed in establishing purchase 
order prices. If procedures provide in specific instances that written 
bids are to be secured, make suitable tests to see if this is done. It is 
generally considered good purchasing practice to have buyers make note 
of prices quoted by vendors, particularly when purchases are of signifi- 
cant amounts. If the procedures provide for such practices, make tests 
to determine whether they are followed. Where there are market 
quotations for items purchased, check purchase order prices against 
quotations. Furthermore, where similar items are purchased repeat- 
edly, check price files and investigate prices which deviate significantly 
from the average. 

3. Review procedures provided for signing purchase orders. Test 
to see whether only authorized persons sign purchase orders. If pro- 
cedures provide for supervisory approval of large orders, make tests to 
see whether such procedures are followed. 

4. Test procedures for preparing purchase orders. See whether 
satisfactory clerical routines are followed. Determine whether prompt 
action is taken to issue correcting documents when it is necessary to 
correct any of the provisions of a purchase order. 


5. Review follow-up procedures and make tests to appraise their 
effectiveness. It would be advisable to select critical items as well as 
items which are not urgently needed to make your tests. 


In forming an opinion as to just how well the purchasing depart- 
ment is performing its job, it will probably be based on a review of all 
the work done in that department. Usually there is no readily avail 
able way of making an over-all appraisal of purchasing activities and 
it is necessary to base the over-all appraisal on the detailed examina 
tion. 


It is advisable to pay particular attention to matters of internal 
control. Irregular transactions involving the purchasing department, 
(assuming that personnel in this department take no part in either 
material receiving or accounts payable activities), must necessarily 
involve either employees of the vendor’s organization or employees 
of departments other than the purchasing department, if those taking 
part in the irregular transactions are to profit by them. Such irregu- 
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lar transactions might involve either the price, quantity or quality of 
items purchased or combinations of these factors. 

In order to perpetrate such irregularities, collusion of two or more 
people is usually necessary. Fortunately, collusion is not as prevalent 
as might be supposed. How can it be prevented? In many cases it 
cannot be prevented or even detected. For instance, there might be 
collusion between the buyer, the vendor and the receiving clerk re- 
garding the quantity of material purchased. The first clue re- 
flecting the results of such an irregular transaction might be an 
inventory shortage. Unless the shortage was noticed soon after the 
irregular receiving memo was issued, it would be extremely unlikely 
that you could discover the cause of the shortage. The Internal Aud- 
itor, however, can see that adequate internal control procedures are pro- 
vided and followed and thereby make it so difficult to perpetrate ir- 
regular transactions that there will be little likelihood that collusion 
will flourish. 


The following are some procedures which may help attain this 
end: 


1. As mentioned previously, pre-number purchase orders, and ac- 
count for all numbers. This will make difficult the introduction of ir- 
regular purchase orders by other than members of the purchasing 
department. 


2. Have all purchase orders of substantial amounts reviewed and 
approved by others. 


3. Require the purchasing department to keep good records. Ir 
regularities are less likely to occur when the perpetrator has to record 
his misdeeds in black and white. He probably would be fearful of not 
recording such a transaction since the mere absence of a record might 
attract attention toward it. 


4. Lastly, follow the long established rule of internal control which 
says that no more than one important function relating to any trans- 
action should be assigned to one person. Under this rule, if irregular 
ities are to be perpetrated, there must be collusion of several persons. 


In providing internal controls, the internal auditor must, above 
all, be practical. If the internal controls you recommend are adopted 
and succeed in controlling things so effectively that you can’t get any 
business done, your controls will be promptly thrown out. So keep 
them workable! 


VARIETY IN DEFALCATION 


HE defalcation which is described below is interesting — not be- 

cause of the amount involved — but because of the variety of 
transactions in which defalcation occurred. The narration may give 
some of us pause, as we consider the chances of the occurrence in sim- 
ilar transactions in the operations of our own businesses. 


BACKGROUND 


The defaulter was a route salesman operating a company branch 
in a small city in a sparsely populated area. He functipned as a semi 
autonomous unit, receiving products from outside warehouse locations; 
and storing them until distribution and sale direct to retail outlets was 
made by him. Products and delivery truck were company-owned. 
Settlement for all transactions was made on a weekly basis to a control 
office where records of inventory, accounts receivable and all other 
transactions were maintained. Cash receipts were deposited on a 
scheduled basis in a local bank account over which the salesman had no 
control, as withdrawals could be made only by the control office. In 
other words, the branch operated on a reporting basis with the con 
tinuing records of cash, accounts receivable and inventories being 
maintained in the control office. 


Thus we have the general picture of our defaulter operating as 
warehouseman, salesman, cashier and collector. Naturally, a situation 
such as this is conducive to defalcation. Yet the business volume in 
the area was not sufficient to permit the maintenance of an office large 
enough to provide separation of functions and adequate internal con 
tro] 


The consequence is that control was principally maintained 
through prompt and careful audit of weekly reports, coupled with 
verification of accounts receivable through circularization and verifica- 
tion of product inventory when representatives of the control office 
visited the branch. 


DISCOVERY 


The defalcation was first revealed in the periodic circularization 
of accounts receivable. Certain discrepancies were reported by cus- 


tomers and, in conformity with the policy in cases where any suspicion 
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of irregularity existed, an auditor was immediately dispatched to the 
branch to make a detailed audit. 


MANIPULATIONS 


The transactions involved are separated into two groups. The 
first includes those which are a matter of common occurrence in a 
route salesman defalcation; the second comprises those which are more 
unusual and give some indication of the rather misapplied imagination 
of the defaulter. 


THE USUAL 


1. The inventory of practically all physical items was short. In 
other words, the salesman had reported on his weekly statements larger 
quantities on hand than actually existed. The difference, of course, 
had been sold and the proceeds misappropriated. 


2. Receipt of products shipped to the branch was not promptly 
reported. As some items came from a considerable distance, the transit 
time was not uniform. Consequently, delayed report of receipt re- 
sulted in items, actually received, being carried at the control office as 
in transit. This resulted in an increase in the inventory shortage. 


3. Collections from charge customers had been made directly by 
the salesman and the proceeds had not been reported. 


4. Various entries comprising the branch cash balance were over- 
stated on the weekly report. This naturally included undeposiied re- 
ceipts, customers 1.0.U.’s (which salesmen were permitted to carry on 
their own liability), open errors on reports and other minor matters. 


THE UNUSUAL 


In addition to the more or less usual instances previously des 
cribed, the following also occurred, the company assuming liability 
on the basis that it was deemed good business to make good any loss 
to the customer in order to retain his continued good-will. 


1. In the case of certain customers, the salesman would overstate 
the quantity delivered and collect for products not actually sold. 


2. The salesman told certain customers that his incoming ship- 
ments had been delayed — and borrowed products from them which 
were sold to other customers. Naturally, the proceeds were misap- 
propriated. 
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3. The salesman would tell his customers that the prices of cer- 
tain items, which frequently changed, had been increased, and would 
proceed to collect at the higher price. 


4. The salesman purchased a personal radio set through the filling 
station which supplied gasoline for the company truck. With the co 
operation of the filling station manager, the set was being paid for on 
the installment plan by padding the reported charges for gasoline. 


INVESTIGATION AND CONCLUSION 


The small size of the branch naturally limited the amount of the 
defalcation; the total was approximately $1200; but the running down 
of all the individual transactions necessitated personal calls on each of 
several dozen customers served by the salesman. As a result, the 
complete investigation required the services of an auditor for three 
weeks; and the report of the defalcation was twenty-two pages in 
length. 

With a broader field in which to operate, the defaulter might 
have caused much greater loss. 





PUBLISHER'S NOTE 


Type forms from which The Internal Auditor is 
printed are held for thirty days. Authors of articles 
may order reprints in pamphlet form at nominal 
cost. May we suggest that inquiries be addressed to 
Brock and Wallston, 39 Atlantic St., Stamford, 
Conn. 




















RESEARCH COMMITTEE ACTIVITIES 


By VICTOR Z. BRINK 


Chairman of the Research Committee 


HE Research Committee is now directing its major effort to Re- 

search Project No. 2. The general plan is to develop a volume 
consisting of separate chapters which will each deal with the internal 
control problems in the particular industry and the special features 
of internal auditing relating thereto. It is not intended that all prob- 
lems of internal control be covered in each industry chapter but only 
the major ones which are characteristic of that industry. 


The greatest merit of the volume will be that each chapter will 
be prepared by men who are actively working in that industry and 
who therefore know what they are talking about. 


The committee believes the volume will be a valuable addition 
to the literature of accounting and auditing and should add to the 
prestige of Tue Instirutre. The book should, it is believed, be useful 
to the following groups: 


(a) Persons who undertake to do internal auditing in an in- 
dustry with which they are not too familiar. 


(b) Public accountants who are making audits for clients in the 
industries covered. 


(c) Teachers who can use them in their courses. 


(d) To all internal auditors, in a general way, to broaden their 
knowledge of internal control problems. 


The plan of carrying on this project is to have each chapter pre- 
pared by a subcommittee of internal auditors in each industry. The 
chapters to be included in the volume, together with the Research 
Committee assignments, and the subcommittee chairmen thus far 
appointed are as follows: 


Research Committee Activities 


Industry 
Mining 
Smelting and Refining of 
Non-Ferrous Metals 
Smelting and Refining of 
Ferrous Metals 
Lumbering 
Banks 
Insurance 
Railroads 
Shipping (Maritime) 
Meat Packers 
Food Processing 
Construction 
Chain Stores 
Department Stores 
Printing and Publishing 


Automobile Manufacturing 


and Distribution 
Pulp and Paper 


Petroleum Exploration and 


Production 
Petroleum Refining 
Petroleum Marketing 
Motion Pictures and 

Entertainment 
Public Utilities 
Textiles Manufacturing 
Hotels 
Chemicals 
Airlines 


Heavy Goods Manufacturing 


Fishing 


Research Committee 


Member Assigned 
Atkisson 


Child 


“ 


Cunningham 
oo 


Kimball 


Milne 


“ 


Thurston 


61 


Subcommittee 
Chairman 


Dan Johnson 
Ross Petrie 


Wilbert Walker 





A. Eugene Adams 
J. Ernest Laurie 
Norman Dieter 


Wm. J. L. Townsend 
Mr. Whitesell 


James P. Miller, J: 
Arthur H. Kent 


Chas. J. Ghesquiere 
E. W. Manning 


K. J. McBride 


It will be noted that many of the subcommittee chairmen are 


still to be assigned. 


In other cases the subcommittee chairmen as- 


signed are still seeking members for their subcommittees. In all cases 
every possible help is needed from our members. The purpose of the 
notes in this issue of The Internal Auditor is therefore to invite the 
assistance of each member in every possible way. If you have any 
ideas or suggestions regarding a particular industry, will you please 
contact the assigned subcommittee chairman, or the Research Com- 
mittee member if no subcommittee chairman has yet been assigned? 


This is a project of great importance to Tue Instirute and the 
field of auditing and accountancy in general. The help of each mem- 
ber is needed and wanted. I hope that everyone will respond accord- 
ingly. 











INDUSTRIES COMMITTEE 


By A. L. SIMPSON, Chairman 


SURVEY OF CAPITAL -ASSET PROCEDURES 


’ ‘HE Automotive Industries Group of the Industries Committee made 
a survey of its members covering accounting procedures on re- 


cording capital assets and methods of computing depreciation. 


About one-third of the members of this group supplied answers 
to the questions submitted 


The result of this survey is published for the benefit of all mem- 
bers. 


Questions and answers follow 


1. What method is used in computing Depreciation? Straight Line, 
Unit of production or diminishing value, etc.? Answer: Straight 
Line 


2. Do you use a composite or individual unit basis? Answer: Two 
thirds use the composite basis and one-third the individual unit 


basis. 


». When the composite basis is used, is it applied to Machinery and 
Equipment as a total or to groups of assets within the Machinery 
and Equipment Account? Answer: Applied to asset groups. 


+. Do you use the composite basis for Buildings? Answer: Two 


thirds of those reporting use a composite basis 


». When the composite basis is used, is it applied to individual plants 
or total Company Assets? Answer: About one-half apply the 
basis to total assets and the others apply the rates to individual 
plants. 


6. When the composite basis is used, are any assets considered fully 
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depreciated at any time? Answer: One-half report yes; the re 
mainder reported no, or did not reply. 


When an individual Unit Basis is used, what method is used to 
determine the depreciation of each item? Answer: Charge off 
monthly the prorated portion of the asset value applying to each 
month. 


Are gains and losses recognized upon disposal of assets and, if so, 
to what accounts are they entered? Answer: Most all members 
report yes; and entries are made to Profit and Loss Accounts 


Do you use tabulating Equipment for plant records? Do you use 
the equipment for computing monthly depreciation? Answer 
One-third use tabulating equipment but it is not used for comput 
ing depreciation. 


What is the minimum cost used as a basis for Capitalization? 
Answer: One-half report no minimum; one-third use $50 


Do you use the same method of depreciation for tax returns that 
is used by the Accounting Department? Answer: Most members 
use the same rates; however, one reported using other rates 


Do you keep plant asset records according to date of acquisition, 
and if so, for what purpose? Answer: Most members keep such 
records by years for proper aging of assets and tax computations. 


What account do you charge with the cost of major repairs to 
Machinery and Equipment? Answer: Most companies charge the 
cost of such repairs to expense, and a few make charges to reserve 
accounts. 


Do you take into consideration the residual value of an asset when 
determining the value to be depreciated? Answer: All but one 
member reported no. 


Do you make periodic studies to determine remaining life of assets 
for the purpose of adjusting depreciation rates? Answer: One 
third report yes, and two-thirds report no. 


Do you take a physical inventory of plant assets, and how often? 
Answer: Majority report that physical inventories are taken, but 
not very frequently. 
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17. Advise depreciation rates according to classification of capital 
assets: 
Percent of 
Classification Depreciation Rates 
Buildings & Building Equipment 


Land Improvements 5 
Buildings 2% or 3 
Building Equipment 3 or 4 
Yard Equipment 3% 
Railroad Sidings 2% 
Electrical Wiring etc. + 
Partitions and floor coverings 7% 


Machinery & Equipment 


Machinery 6 to 10 
Electric Motors 4 to 12% 
Power Plant Euipment 5 
Heating Equipment 7% 
Manufacturing Equipment 7 to 12 
Laboratory Equipment 6 to 10 
Material Handling Equipment 

Foundry Equipment 6% 
Miscellaneous Equipment 5 to 10 
Fire apparatus 6 
Special company autos and trucks 36 
Company cars and trucks 25 


Permanent Tools and Dies 


Production Tools, Dies, Patterns & Fixtures 10 to 20 

Portable Tools 12% 

Small Tools 50 
Furniture & Fixtures 

Furniture 10 

Office Equipment 6 


PRINTING 


Printing is the great constructive force in the modern civilized 
world. It plays the indispensable part in the dissemination of news, 
in the expression and progression of political ideals, in the records and 
exchange of commerce and industry. It democratizes education, sci- 
ence, art, music and broadens the scope of everything it touches. Its 
service is vital in upbuilding and sustaining business through advertis- 
ing.—American Printer. 


ARTICLES OF INTEREST 


TO INTERNAL AUDITORS 


JOHN F. BRADY, Member of the Editorial Committee, directs attention 
to the following articles of interest: 


Subject: The Future of the Balance Sheet. 
By: George O. May, Director of the Council on Foreign Relations 
Published in The Journal of Accountancy August 1947. 


A scholarly and challenging discussion of changes that may be 
necessary in the balance sheet and income statements to have 
them reveal the salient features in which investors and others are 
primarily interested. The discussion is developed in the light of 
the new wave of inflation resulting from the second World War 
and the suggestion is advanced of using the price indexes in evalu 
ating and expressing all items in terms of money of current value 
in financial reports. 


Subject: Bank Frauds, Their Detection and Prevention 
By: Lester A. Pratt 
Published by The Ronald Press Company, New York, 1947 


A comprehensive treatise and technical reference book compiled 
for the benefit of those whose duties make them responsible for 
the prevention and detection of bank frauds. It emphasizes the 
seriousness of the losses arising out of these frauds and outlines 
methods to be employed in coping with and minimizing them 
It also stresses the importance of internal control and the urgent 
need for arranging duties so that vulnerable procedures will be 
performed by or come under the supervision of more than one 
person. It also stresses the need of rotation of personnel on differ 
ent phases of the work. 


Subject: The Accountant in Labor-Management Negotiations 
Published in The Journal of Accountancy July 1947. 


(1) Is There a Field for the Accountant in the Future of Labor 
Negotiations? 


By: Fred E. King, Executive Vice President, Munsingwear, Inc. 
(2) Stewardship: Social Contributions of the Accountant to Labor- 
Management Relations. 


By: M. H. Hedges, Director of Research, International Brotherhood of 
Electrical Workers, American Federation of Labor. 
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(3) An Accountant Shows the Road to Industrial Peace. 
By: Maurice H. Stans, C.P.A., Partner, Alexander Grant & Co. 


These papers were presented at the Labor-Management-Account 
ancy Round Table Session, Central States Accounting Conference. 
University of Minnesota, held May 19, 1947. They emphasize the 
place and the important role the accountant should assume in 
labor-management negotiations in order to assist in the solution of 
this vital problem by using his special knowledge to this end 


Subject: The Shadow of “102” on Dividend Policies. 


By: Edwin B. George and Robert J. Landry, Economists of Dun & 
Bradstreet, Inc. 


Published by Dun & Bradstreet, Inc., as o supplement to Dun's Re- 
view — Spring 1947. 


This paper covers all aspects and implications of Section 102 of 
the Internal Revenue Code including the tax penalties involved for 
improper accumulation of current earnings. It indicates the 
circumstances under which current earnings may be retained and 
ihe necessity for their retention to meet future demands of busi 
ness. When read in the light of unsettled business conditions 
and those that prevailed in the depression years this paper should 
serve to aid management in a very important problem affecting 
our economic and spiritual well-being 


Subject: Accounting Treatment of General Purpose Contingency Reserves. 


By: The Committee on Accounting Procedure, American Institute of 
Accountants. 


Published in Accounting Research Bulletin No. 28, July, 1947. 


The purpuse of this bulletin is to establish criteria which will pro 
mote sound accounting procedure for the treatment of general 
continge.icy reserves and lead to greater uniformity in reporting 
net income. It represents the combined judgment of the commit 
tee. and may be used as a guide in this respect 


Subject: Inventory Pricing. 


By: The Committee on Accounting Procedure, American Institute of 
Accountants. 


Published in Accounting Research Bulletin No. 28, July 1947. 


The general principles applicable to pricing are clearly set forth 
in a comprehensive manner, and can be used as a guide in the 
pricing of inventories and as a means of arriving at the periodic 
measurement of income 
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Subject: The Handbook of Basic Economic Statistics. 


Published by the Government Statistics Bureau, of Washington, 
D.C. June 1947. 


[his compact, up-to-the minute handbook contains statistical and 
economic data covering a wide range both in subject matter and 
in point of time. It was compiled under the auspices of former 
Government economists and statisticians from Government 
sources, available to all; but the wealth of data this handbook 
contains can not be found assembled anywhere else in such con 
venient form. It is the private counterpart of the OPA Handbook 
and should be of considerable value in compiling excess profits 
tax relief claims and in tax matters generally as well as in fore 
casting trends. and for other purposes 


Subject: Current Problems in Auditing. 


Published in The New York Certified Public Accountant September 
1947 


(1) Types of Events Occurring After the Balance Sheet Date Re- 
quiring Consideration in the Presentation of Financial State- 
ments. 


By: Carol F. Hall, C. P. A. 


(2) Normal Auditing Procedures for the Discovery of Events Oc- 
curring Between the Balance Sheet Date and the Time of the 
Audit. 


By: David S. Siegel, C.P.A. 


These papers were presented at the Annual Meeting of the New 
York State Society of Certified Public Accountants. held on May 
12. 1947. They cover the types of events occurring subsequent 
to the date of audit. and the auditing procedures to be employed 
to ascertain them. While the published financial statements are 
generally presented by management with the approval of inde 
pendent accountants, the responsibility for their publication is in 
a sense the direct responsibility of management of which the 
accountant is a part and, accordingly. accountants should have a 
vital interest in these papers 


Subject: Costs Included in Inventories. 
By: Clinton W. Bennett, Chairman, Committee on Research 


Published in the N.A.C.A. Bulletin, Section Three, August |5, 194 


Through this survey the Committee obtained a clearer picture 
of the current practice with respect to what costs are included in 
inventories and what costs are excluded. It also found a surpris 
ing degree of variation in the specific treatment of cost items: 
and the survey should be of considerable interest to all accountants 
in view of the substantial effect that inventories have on income 
statements 
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Subject: A Simplified Inventory Procedure. 


By: Richard C. Fox, Chief Cost Accountant, General Armature & Manu- 
facturing Co., Lock Haven, Pa. 


Published in the N.A.C.A. Bulletin, Section One, October |, 1947. 


This is an interesting and concise article on inventory taking in 
which the use of a keysort card is employed to obtain certain 
advantages such as the saving of production time, clerical and 
other work. In addition to this, the card is employed in a manner 
to permit the cbtaining of essential information for production 
scheduling and other accounting purposes. The article is of in 
terest to all those having problems in this respect. 


Nothing has such power to broaden the mind as the ability to in- 
vestigate systematically and truly all that comes under observation in 


life—Marcus Aurelius. 


The sages do not consider that making no mistakes is a blessing. 
They believe, rather, that the great virtue of man lies in his ability to 
correct his mistakes and continually to make a new man of himself. 


Wang Yang-Ming 


It is a thing of no great difficulty to raise objections against an- 
other man’s oration — nay, it is a very easy matter; but to produce a 


better in its place is a work extremely troublesome.—Plutarch 


NATIONAL ORGANIZATION NOTES 


By BRADFORD CADMUS, Managing Director 


A GOAL ATTAINED 


OON after the beginning of Tue Instrrure 1946-47 year, Art Hald 

and Gordon Crowder set as objectives a membership of 1500 and 
five new additional Chapters (or a total of twenty) by the end of the 
year. The actual results went partly beyond these objectives, as 
the final figures were 1322 members with the anticipated twenty 
Chapters an accomplished fact. We began the 1947-48 year with 
twenty-two pending applications, and a large number have been re- 
ceived during October. 


OUR NEW CHAPTERS . 


The work of Don Dooley in Milwaukee culminated in the organ 
ization meeting of our nineteenth Chapter on July 10th, when the Mil- 
waukee Chapter was formally organized and the following officers 
were elected: 


President . Donald E. Dooley 
Vice President . William C. Kidd 
Treasurer . Alphonse J. Mayer 
Secretary ......... George A. Becker 
Governor . Frank B. Nicholson 


The meeting was addressed by Gordon Crowder and attended by 
several members of the Chicago Chapter, who assisted to a major de 
gree in the work of organization. 

Since thé preliminary meeting in May, the quadrumvirate of Bitt 
ner, Bluthner, Connelly and Knittel has been working toward the or 
ganization of a Rochester Chapter. The goal was reached on Sep 
tember 25th, when the organization meeting was held. Art Child 
flew across Lake Ontario from Toronto to help in the organization and 
to speak on the meaning and the objectives of Tue INstirure. 


The officers chosen were: 


President ................... Wilbur S. Connelly 
Vice President Winthrop E. Heyer 
Treasurer . Stanley F. Bluthner 
Secretary ........ Charles F. Fitzgerald 
Governor .........-. .... William Knittel 
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OUR COMING CHAPTERS 


Membership applications from London and from Havana have 
brought the prospective membership in these cities up to the require 
ment for Chapter status. You will undoubtedly hear more of these in 
the next issue of our Quarterly. 

At the Coriference, a breakfast meeting was held with Messrs. 
Barrett, Cooper, Crouse, Lee, Luper and Noonan representing the pro 
spective Chapter cities of Columbus, Baltimore, Cincinnati, Washing- 
ton, Houston and Richmond. At the meeting, the Presidents of several 
recently organized Chapters talked with Gordon Crowder and Elmer 
Larson over the problems they had met and helped to lay plans for 
work in the prospective areas. We also talked with Mr. Cooke of New 
Orleans, who believes that prospects of Chapter formation are good 
there. 

We saw many members looking at the excellent exhibit at the 
Conference prepared by Gordon Crowder (see cuts on pages 20-22) to 
depict the course of the growth of Tue Instirute in the years ahead. 
It pictured an ambitious program; but we are an ambitious organiza 
tion! 


CHAPTER VISITS 

Since the resumption of Chapter activities after the summer 
months, we have attended Chapter meetings in Chicago, Louisville and 
New York. As note of the speakers and topics will appear under 
Chapter News, we will not repeat them here. The Louisville meeting 
was the first regular meeting since the original organization, and was, 
in one respect, unique in our experience of INstrruTE meetings. That 
was that 100 per cent of the membership was in attendance. 


THE CONFERENCE 


The many of you who attended the Sixth Annual Conference 
know that it broke all records — in fact, the actual attendance figures 
at every function exceeded the most optimistic estimates of Charlie 
Ghesquiere’s Conference Committee. We came to Detroit a couple of 
days early with the thought that we might be of some assistance in the 
final phases, but the work had been so well and so completely planned 
that the principal task was simply waiting for the actual start. All 
credit is due the Conference Committee Chairmen and the Detroit 
Chapter members for their hard work — which was so well rewarded 
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in the success that was attained; and upon which Jack Laurentz re 
ports in this issue. 


CURRENT ACTIVITIES 


Since we last wrote, current activities have been principally con 
cerned with the year-end work of Tue Instrrute. The Chapter Man 
ual was completed and distributed to Chapter Presidents at the Chapter 
Activities meeting in Detroit. 


The majority of the material for the Year Book has been com 
pleted, forwarded to the printer and we have already received final 
proofs on much of it. As a result, we anticipate that the book will be 
distributed to our membership several months earlier than at any time 
heretofore. 


SUMMARY OF CHAPTER NEWS 


CHICAGO — by Watrer T. Horsrerrer 


The first meeting of the Chapter year was held September 16, 
1947 at the Bismarck Hotel. The meeting was addressed by Mr. Wil 
liam C. Waggoner, Senior Partner, Touche, Niven, Bailey & Smart, 
who chose as his subject “Current Developments in Auditing Pro 
cedure.” The address was very well received by all of the members 
in attendance. It was our pleasure to have Mr. Bradford Cadmus, 
Managing Director of Tue Instirutr, with us for the evening 


Under the energetic and capable leadership of F. W. Lennon, 
Chairman, Educational Committee, Chicago Chapter has embarked 
upon a program to provide a practical course on Internal Auditing, 
without cost to the students, for junior members of the Chapter and 
other junior auditors connected with firms represented in Chicago 
Chapter. The course consists of sixteen lectures to be given by mem 
bers of the Chapter during the months of October, 1947 through May, 
1948. According to the latest reports, applications for enrollment ex 
ceeded our expectations by a considerable margin. 

Members of Chicago Chapter converged en masse upon Detroit, 
some thirty-four members having attended the Sixth Annual Confer- 
ence held in that city. The sessions proved very instructive and inter- 
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esting. The ladies in the group were very appreciative of the oppor- 
tunity to take the tours planned for them by the Detroit Committees. 
Our congratulations to Detroit Chapter for a job better than well done. 

A panel discussion took place at the October meeting lead by 
Messrs. B. A. Brannen, Harris Trust & Savings Bank; T. P. Johnson, 
Commonwealth Edison Co.; C. D. McDaniel, A. Andersen & Co.; and 
C. S. Zalewski, Walgreen Co. The leaders were bombarded with ques- 
tions from the floor, the members having enthusiastically accepted our 
invitation to come armed with questions to “stump the experts.” 

See you in Chicago at the Seventh Annual Conference to be held 
in October, 1948. 


CLEVELAND — by H. O. Scurorper 


During the current year, the Cleveland Chapter intends to alter- 
nate its monthly meetings in order to’ provide an equal number of 
technical sessions and non-technical sessions under the principle that 
an internal auditor can function best in promotion of the well-being 
of his company only if he is as fully conversant with the outside factors 
that govern business judgment and the conduct of business affairs as 
he is conversant with the inner workings of his own company. The 
first such non-technical session was held September 24, 1947 at which 
time the speaker, Paul E. Belcher, Vice President and Cashier of the 
First National Bank of Akron, selected as his topic, “What Will Be the 
Economic Effect of the Marshall Plan?” An excellent digest of this 
talk was included by Guy T. Rockwell, Financial Editor of the Cleve- 
land Plain Dealer, in his daily column. 

The October meeting was held on October 29, the fifth instead of 
the fourth Wednesday of the month, in order to avoid conflict with a 
meeting of N.A.C.A. in Akron on our usual date. Mr. Carl A. Her- 
ring, Special Agent of the Federal Bureau of Investigation, presented 
a talk on “Fraud and Defalcation Detection.” Following his presenta- 
tion, the discussion period was devoted to determining what media of 
internal control were lacking that permitted loss or precluded its earlier 
discovery. The function of the internal auditor in relation to the cases 
presented was also discussed. 


DAYTON — by V. E. Kryzic 


During the summer a questionnaire was circulated among the 
members inquiring as to the type of meeting they desired. The deci- 
sion was to have outside speakers present various topics related to 
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internal auditing; and the program committee has arranged for eight 
monthly sessions with well qualified speakers and a diversified pro- 
gram. 

The attendance at the initial meeting of the 1947-48 season indi- 
cated the wisdom of selecting qualified outside speakers and, as a result 
of the enthusiasm and interest in this meeting, a good attendance for 
the remainder of the season is anticipated. We were honored with 
the presence of six guests at this first meeting. 

The lecturer was Mr. Wallace Weston, Secretary and Comptroller 
of the Weston Paper and Manufacturing Company, whose subject was 
“Financial and Cost Reports for Management.” This was supple 
mented by stereopticon slides, a visual method of elaborating on the 
topic that enhanced its effectiveness. 

The reports of the various committees are encouraging and show 
a definite spirit that gives promise of a highly successful season; and 
the membership committee report indicates that the Dayton Chapter 
can antic’ pate an encouraging membership growth this year. 


DETROIT — by H. G. Bowes 


The Detroit Chapter opened up the fall meetings with a provoca 
tive talk by Mr. J. H. Barrett, Secretary-Treasurer of the Murray 
Corporation of America, who is present president of the local Chapter 
of the Controllers Institute of America. Mr. Barrett’s subject was 
“The Internal Auditor from the Controller’s Viewpoint.” 

We did not hold a meeting for October as the entire Chapter de 
voted considerable time to the activities in connection with the Sixth 
Annual Conference. Members were urged to attend the sessions of 
the Conference in lieu of the regular meeting, and the local turnout 
for all activities was especially good. 

Mr. A. L. Simpson, Vice President of the Chapter and Chairman 
of the Program and Chapter Activities Committee, has planned a full 
schedule of interesting meetings for the balance of the Chapter year. 


LOUISVILLE — by T. E. Graves 


The Louisville Chapter was off to a fine start at its first official 
meeting on September 17th. We had 100 per cent attendance of 
members, and a number of guests. Mr. Bradford Cadmus, Managing 
Director, and Mr. Elmer Larson, of the Chicago Chapter, were present 
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to acquaint us with the organization and operation of Tue INstirure. 
This they did admirably. 

Our second meeting on October 15th was highlighted by a most 
interesting report by our president, Horace Woodcock, on the Annual! 
Conference at Detroit, and by two talks by members. The first was 
by H. O. Hincks on “The Verification, Control, and Valuation of In- 
ventories.” The second talk was by M. W. Silvey on “Taking Errors 
Out of Billing.” using an actual punch card system as an illustration 


We are of the opinion that our preference for the discussion 
method, under the sponsorship of our members, is best suited to our 
meetings, since it provides the greatest benefit to all present. 


We invite members from other Chapters to meet with us on the 
third Wednesday of each month in the Gold Room of the Seelbach 


Hotel. 


MIAMI — by James D. Traney 


Interesting and informative discussions concerning Internal Audit- 
ing problems were held at our meetings during the quarter. A resolu- 
tion has been adopted to direct two-thirds of the meetings toward 
discussions among the group concerning audit problems. For the 
remainder of the meetings it has been decided to obtain authoritative 
speakers concerning auditing, taxes and other problems that are of 
interest to the group. 

Meetings are now held the second Tuesday evening of each 
month at the Downtown Club in the Seybold Arcade, Miami. 


PHILADELPHIA by J. M. Apxkrns, Jr. 


The first meeting of the Chapter year held on September 8, 1947 
was addressed by Mr. A. Allen Simon on the subject “Tax Problems 
Created by the New Pennsylvania Community Property Law.” This 
topic drew a near record turn-out, and Mr. Simon very capably covered 
the law itself, and the possible changes in the Federal tax program as 
a result of Pennsylvania and other states joining the Community Prop 
erty Group, and future state action under various conditions. 


Eleven of our members attended the Annual Conference. 


PITTSBURGH — by W. H. Lippte 


The first meeting of the 1947-1948 season was held on September 
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11th. The program consisted of a round-table discussion on Educa- 
tion. It was reported that a course on Internal Auditing was presently 
being offered at Geneva College, Beaver Falls, Pa. Efforts will be 
made to inaugurate similar courses in other area schools upon receipt 
of the course outline used at Columbia University. 


The October meeting was also of the forum type, the subject being 
“Coordination of Internal Auditors and Public Accountants.” Various 
points were discussed at length. It was the consensus that much has 
been accomplished in this direction and that closer coordination will 
develop in the future. 


Ten members of the Pittsburgh Chapter attended the Annual Con 
ference in Detroit. 


SAN FRANCISCO by H. E. CarmicHaE. 


Beginning with our August 1947 meeting we changed our meeting 
place to the Army and Navy Club of San Francisco at 560 Sutter 
Street. At this meeting John T. S. Byrne, District Audit Supervisor 
for the U. S. Steel Corporation, continued his round-table discussion 
from the previous meeting on “Current Trends in Internal Audit Pro 
grams.” This paper was presented by Mr. Byrne at the Annual 
Conference of The Institute in Detroit on October 13, 1947 


At the September meeting we were privileged to hear a very 
informative paper on “Pension and Profit Sharing Trusts” by Francis 
E. Whitmer, Assistant Vice President and Trust Officer of the Ameri 
can Trust Company, guest speaker for the evening 


The October meeting was a member meeting. Member Dix M 
Jones, Traveling Auditor, California Packing Corporation, gave an 
interesting paper on “Background in Coffee Inventory Control,” while 
Member H. E. Carmichael, Chief Traveling Auditor, The Pacific Tele- 
phone and Telegraph Company, Northern California and Nevada 
Area, talked on “Some Aspects of Internal Auditing in the Telephone 
Company.” 


PORONTO by J. A. Briar 


The first meeting of the Toronto Chapter in the 1947-48 season 
was held on Friday evening, September 26th, and was attended by 
26 members and 17 guests 
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Matters of general business dealt with at the meeting included 
the following: 


A review of the Chapter’s participation at the Annual Conference 
in Detroit. 


A review of the Chapter’s plans in connection with the course 
in Internal Auditing to be conducted at the University of Toronto. 
This is the third year the course has been conducted by the Toronto 
Chapter, and it is expected that it will be as enthusiastically received 
by the students as it was in its first two years. The course this year 
will consist of ten lectures only, as compared to 20 last year. This 


year an examination will be given to students completing the course. 
Installation of the 1947-8 officers. 


The programme of the evening took the form of an informal dis 
cussion on Internal Auditing problems submitted, in question form. 
by members. Mr. A. J. E. Child conducted the meeting and submitted 
the questions to a panel consisting of the following Chapter members: 


Mr. F. A. Riddell 
Mr. J. F. Kidner 

Mr. J. L. Seaborn 
Mr. C. McKechnie 


The questions resulted in a lively discussion in which the audience 
freely participated. An added and unscheduled feature of this meeting 
was provided by Mr. E. Paterson, of the McLean Hunter Publishing 
Company. He gave the members an “off the record” story of a recent 
defalcation in his Company which had been uncovered by the Internal 
Audit Department Staff. Mr. Paterson’s remarks were followed with 
keen interest by all present. 


TULSA — by GLENN T. BopMaANn 


With a membership of twenty-one, the Tulsa Chapter took its 
bow on Thursday evening, September 11th, among the rapidly grow 
ing family of Institute Chapters. At this initial get-acquainted, get 
together, your reporter presented an outline of the aims and purposes 
of Tue Instirutre and suggested a program for the coming year. 


A second meeting, with twenty present, was held October 9th. 
Professor Paul J. Graver, C.P.A., head of the Accounting Department 
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of the College of Business Administration, gave a most interesting 
address, “Re-Statement of Accounting Principles.” 


Professor Graver was formerly connected with the Research Staff 
of the American Institute of Accountants and was also a member of 
the panel which redrafted the first statement of principles. We were 
quite fortunate in hearing someone with an authoritative background 
concerning this timely subject. 


Tulsa was represented at the Conference. 


WHAT OUR READERS THINK 


I have noted the frequent misuse of the term, “Audit,” when re- 
ferring to simple checks of arithmetical accuracy by invoicing clerks. 
The same misuse of the term goes on elsewhere, when such titles as 
“Auditer of Disbursements,” “Payroll Auditor,” et cetera, are used 
to designate the supervision of certain accounting cperations which are 
entirely clerical and take place before the vouchers concerned are con- 
trolled. There is all the difference in the world between this and our 
idea of an auditor. 


In our company, I will not permit the word “audit” to be used in 
any way except to describe the work of the Internal Audit Department, 
an independent department which conducts work of an examination 
or appraisal character, after the operations have been completed. 


Internal Audit Departments will not receive their proper recogni- 
tion in industry as long as there is this kind of misuse of the word 
“audit.” I am of the opinion that we ought to start a campaign among 
our members to have this misuse brought to an end in their own com- 
panies, and to spread the gospel in any other place where such incor- 
rect terminology is found. 


-A. J. E. Curip 
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Chicago 
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Dayton 


Detroit 
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Louisville 


Miami 
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England 


New York 


Milwaukee 
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WALLACE L. ALSTRIN 
Aldens, Inc. 
511 S. Paulina Street 
Chicago 7, Illinois 


HAROLD O. SCHROEDER 


American Steel & Wire Company 
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Cleveland, Ohio 


R. M. GARDNER 
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Packard Motor Car Company 
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Detroit 32, Michigan 


ALBERT A. RORISON 
Douglas Aircraft Company, Inc. 
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Los Angeles 5, California 


HORACE D. WOODCOCK 
Tube Turns, Inc. 
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Louisville, Kentucky 


ELMER H. RADLOFF 
Wometco Circuit 

306 N. Miami Avenue 
Miami 31, Florida 


DONALD E. DOOLEY 
Wisconsin Electric Power Co. 
231 W. Michigan Street 
Milwaukee 1, Wisconsin 


R. A. TAYLOR 

Sun Life Assurance Co. 
Dominion Square 
Montreal 2, Canada 


HAROLD A. ELDREDGE 
Gillette Safety Razor Co. 

15 West First Street 

South Boston, Massachusetts 


JOSEPH E. GLASS 
Guaranty Trust Company 
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WM. A. McKNIGHT 
American Steel Foundries 
410 N. Michigan Avenue 
Chicago 11, Illinois 


ELMER J. NORST 


American Steel & Wire Company 
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V. E. KINZIG 

Dayton Power & Light Co 
25 North Main Street 
Dayton, Ohio 


DAN H. BUTLER 

Packard Motor Car Company 
1580 E. Grand Boulevard 
Detroit 32, Michigan 


FRANCIS J. O'BRIEN 
Southern Calif. Gas Co. 
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Los Angeles 54, Calif. 


B. J. HORSTMAN 

The Enro Shirt Company 
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Louisville 3. Kentucky 


WILLIAM BROCKERMANN 
National Airlines, Inc. 

3240 N. W. 27th Avenue 
Miami 37. Florida 


GEORGE A. BECKER 
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260 S. Broad Street, Rm. 1010 
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JOSEPH M. TRANT 
545 Wm. Penn Place 
Pittsburgh 19, Penna 


WILBUR S. CONNELLY 
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NEIL MILLER 
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Rm. 513, Kennedy Building 
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Secretaries 


CURTIS H. SMACK, SR. 
Gulf Oil Corperation 
1515 Locust Street 
Philadelphia 2, Penna. 
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Touche Niven, Bailey & Smart 
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643 Liberty Avenue 
Pittsburgh, Penna 


ALLAN J. BAIN 

Eastman Savings & Loan Assn 
377 State Street 

Rochester 4, New York 
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The Borden Company 
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San Francisco 19, California 
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ROBERT H. WOOD 
Lever Brothers, Ltd 
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CHAPTER MEETING DATES AND PLACES 


then following list of meeting dates and places has been compiled 
for the benefit of itinerant members of Tue INst1TuTE. 


Chapter 
CHICAGO 
CLEVELAND 
DayTon 
DetTroIT 
Los ANGELES 
LouISsvVILLE 


MiaMI 


MILWAUKEE 


MonTREAL 


New ENGLAND 


New York 


PHILADELPHIA 
PitTsBURGH 


ROCHESTER 


SAGINAW VALLEY 


SAN FRANCISCO 
Sr. Louts 
Toronto 
TUuLsa 


Twin CIrT1res 


Meeting Date 
Third Tuesday 
Fourth Wednesday 
Fourth Monday 
Fourth Tuesday 
Second Tuesday 
Third Wednesday 


Second Tuesday 


To be announced 


Fourth Monday ) 
(Dec., 5rd Monday)) 


Third Tuesday 


Jan. 15th 
Feb. 26th 
Mar. 25th ) 


Second Monday 
Second Thursday 
Third Thursday 
Third Tuesday 
Second Wednesday 
Second Thursday 
Last Friday 


Second Thursday 
Third Wednesday 
80 


Meeting Place 
Bismarck Hotel 
Hollenden Hotel 
To be announced 
Wardell-Sheraton Hotel 
Los Angeles Athletic Club 
Seelbach Hotel 


Downtown Club 
Seybold Arcade 


To be announced 
To be announced 


Hotel Vendome 


Hotel Martinique 


Engineers Club 

Fort Pitt Hotel 

Hotel Rochester 

To be announced 
Army and Navy Club 
To be announced 
Royal York Hotel 

To be announced 


Curtis Hotel 
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THE INSTITUTE OF INTERNAL AUDITORS, INC. 
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OFFICERS 
President: EARLE H. CUNNINGHAM 


General Motors Corporation 
ist Vice President: ARTHUR J. E. CHILD 
Canada Packers Limited 
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Treasurer: CHARLES S. WEBSTER 
National Biscuit Co. 
Secretary: CLIFFORD A. WATKINS 
Bankers Trust Co. 


Three Year Directors DIRECTORS 


Term Expiring 1950 VICTOR Z. BRINK 
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CHARLES J. GHESQUIERE 
The Detroit Edison Company 
CHARLES J. FUE 


The Brooklyn Union Gas Company 


HERBERT KIMBALL 
Lockheed Aircraft Corp 


Term Expiring 1949 CHARLES J. HILL 
The Peoples Gas Light & Coke Co 
DAVID B. MATHIAS 
Bankers Trust Co. 


PHILLIPS C. SALMAN 


Socony-Vacuum Oil Co., Inc 


HARRY H. WARTHEN 
Provident Mutual Life Insurance Co 


Term Expiring 1948 GLENN T. BODMAN 
Continental Oil Co 
J. ERNEST LAURIE 
Prudential Insurance Company of America 
JOSEPH J. CLAIR 
Metropolitan Life Insurance Co 
LE ROY R. HAAS 
Chicago Title & Trust Co. 
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J. P. LONG 
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THE INSTITUTE OF INTERNAL AUDITORS, INC. 
MEMBERSHIP BY CHAPTERS 
SEPTEMBER 30, 1947 


Total at 
Sept. 30, 
Chapter Members Associates Juniors Total 1946 
Chicago 96 7 11 114 85 
Cleveland 46 5 10 61 44 
Dayton 31 5 2 56 31 
Detroit 935 13 6 112 93 
Los Angeles 65 14 25 104 101 
Louisville 12 1 13 — 
Miami 16 4 9 24 24 
Milwaukee 25 2 1 28 — 
Montreal +5 5 + 52 42 
New England 36 7 2 45 34 
New York 186 51 27 244 294 
Philadelphia 65 6 { 72 59 
Pittsburgh 42 5 I 48 32 
Rochester 12 : 12 - 
Saginaw Valley 13 1 5 19 18 
St. Louis 10 5 7 52 19 
San Francisco a 10 27 81 68 
Toronto +0 11 5 56 49 
Tulsa 18 3 . 21 
Twin Cities 93 3 1 27 
Non-Chapter 88 7 6 101 105 
Tora. 1034 142 146 1422 1018 
SUPPLEMENTAL LIST OF NEW MEMBERS 
AND BUSINESS AFFILIATION CHANGES 
AUGUST 1, 1947 TO SEPTEMBER 30, 1947 
ALICK HOWARD ABBOT HARRIS K. BAWDEN 
General Motors, Ltd. The Penn Mutual Life Insurance Co 
ARTHUR BACKLUND JOHN T. BAYER 
Curtis Manufacturing Company American Gas Machine Company 
ALLAN J. BAIN WILLIAM E. BEATTY 
Eastman Savings & Loan Association The Standard Oil Company 


85 








JOHN H. BLUM 
Milwaukee Boston Store 


M. C. BOEHMKE 
Minnesota Mining & Mfg. Co 


WILLIAM J. BROWN 


General Motors Corporation 


PAUL L. BURNAM 


General Motors Corporation 


THOMAS F. CARTWRIGHT 
Amarillo Oil Company 


JAMES CLARKE 
Westinghouse Electric Corporation 


H. H. COWAN 


Steinberg’s Wholesale Grocetarias, Lid 


MARTIN H. DALY 
Cooperative G.L.F. Exchange Inc. 


WILLIAM G. DANIELS 
The Standard Oil Company 


HARRY C. DAVIES 
Columbia Engineering Corporation 
GEORGE E. DECKER 
Sudden & Christenson 


MORTIMER A. DITTENHOFER 


Commercial Discount Corporation 
PATRICK J. DOWD 
Monsanto Chemical Company 
WILLIAM L. DOWD 


Minnesota & Ontario Paper Company 


JOHN G. EIMERMANN 
Arthur Andersen and Co 


HAROLD F. GILMAN 
The Garlock Packing Company 
BALDOMERO P. GUTIERREZ 
Sears, Roebuck & Company, S. A. 
E. C. HALVORSEN 
Oscar Mayer and Company 


G. J. HAMM 
LeRoi Company 


H. E. HANDKINS 
Laclede Christy Clay Products 


FELIX HARENSKI 


Price, Waterhouse and Company 


L. E. L. HARVEY 
War Assets Corporation 
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JAMES HASENCAMP 
National Airlines, Inc. 


ROY W. HEIMBURGER 


Gaylord Container Corporation 
0. CORNISH HEMING 
Phoenix Hosiery Company 

R. F. HENDERS 


Crane. Limited 
MARTIN V. HENNE 
Dun & Bradstreet, Inc 

WINTHROP E. HEYER 
Ritter Company, Inc. 


HEINZ J. HINTZE 
Lever Brothers & Unilever Lid 


LEONARD C. HOBERT 
Gimbel Brothers, Inc 


ROBERT J. HUMBERT 
Radio Corporation of America 
FRANK L. JACOBSEN 
Philadelphia Coke Company 
HERBERT M. KATZMAN 
Cleveland Electric Illuminating Co 
OTTO C. KIEFERT 
Square D Company 
MAXWELL C. LeVINE 
Municipality Government 
H. L. MAHNKE 


International Harvester Company 


ALPHONSE J. MAYER 
Marshall & Ilsley Bank 


JAMES J. McCUE 


Line Material Company 


G. J. McKNIGHT 
General Motors Corporation 
FRED G. MEYER 
S. C. Johnson & Son, Inc. 


RICHARD C. MOORE 
L. Greif & Brothers, Inc 


CLYDE Q. MORGAN 
Standard Oil Company 


ARTHUR W. MUELLER 
Nordberg Manufacturing Company 


PAUL HOLME NEAL 
Metals & Alloys Ltd. 
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DENNIS J. O°CONNELL 
A. O. Smith Corporation 


FELIPE B. OLLADA 
Baguio Bus Company, Inc 


HAROLD E. OSBORN 


London Passenger Transport Board 
JULIO PRADO 
Sucesion de Laureano 
E. F. RATLIFF 
Eli Lilly and Company 


WILLIS C. RECH, Jr. 
Minnesota Mining & Manufacturing Co 


REGINALD A. REID 
Philips Lamps, Limited 


JOSEPH E. ROBERTSON 
Haskins and Sells 


H. SCHACHTSCHNEIDER 
Ed Schuster & Company, Inc. 
EDWARD SCHAEFER 
Mene Grande Oil Company 
M. J. SIMICA 


Westinghouse Electric Corporation 


S. A. SINGLETON 
Consumers Cooperative Association 


HAROLD P. SMITH 


Philadelphia Coke Company 


M. O. SMITH 
Johnson and Johnson 


DONALD B. STRAIN 
The Paraffine Companies, Inc 
ROBERT S. STRENG 
Keller. Kerschner, Martin & Clinger 
WILLIAM E. TUCK 


Blatz Brewing Company 
STEPHEN A. WALTON 
Radio Corporation of America 
GEORGE R. WEITZEL 
Consolidated Engineering Company, Inc 


ROBERT D. WHISLER 
S. C. Johnson and Son, Inc 


FRED H. WILLER 


Jos. Schlitz Brewing Company 


GEORGE F. WINTERS 
Barrow, Wade, Guthrie and Company 
JOHN H. WITMER 
E. 1. du Pont de Nemours & Co.., Inc. 
WILLIAM N. WRIGHT 
Gulf Oil Corporation 
KENNETH WULFF 
Arthur Andersen and Co. 
ALBERT H. YAHNKE 
Milprint, Inc 
K. Y. YARSKY 
Jamaica Water Supply Company 


LOUIS V. ZACHARYASZ 


Johnson Service Company 





SUBSCRIPTION ORDER 


THe INTERNAL AUDITOR, 
120 Liberty Street, 
Room 404, 

New York 6, N. Y. 


Please enter my subscription for THe INTERNAL AvupIToR 


Perret 


year(s) beginning with the issue for the 


quarter, at the rate of $4.00 per year. 


I enclose $. 
(Signed) 
Address 
City 
State 


. in payment thereof. 


Zone. 








EMPLOYMENT SECTION 


E Employment Section is intended to be of assistance 

to InstrruTre members desiring to make new connec- 
tions and to companies having internal auditing positions 
available. The names of interested members or of com- 
panies requesting space in this section will remain anony- 
mous, if desired. 


All communications should be addressed to The Secre- 
tary—Tue Institute or INTERNAL AupiTors, Room 404, 
120 Liberty Street, New York 6, N. Y. Reference should 
be made to the Box “E” number. 











STATEMENT OF OWNERSHIP 


Statement of tt ownership, tf t, circulation, etc., required by the Act of Congress 
f August 24, 1912, as omended by the ha fs S ‘Marck 3, 1933, and July 2, 1946 of The Internal Auditor, 
published quarterly at Stamford, Connecti for September, 1947. 
State of Connecticut ! 
County of Fairfield j 


Before me, a Notary Public in and for the State and county aforesaid, personally appeared 
B. Harry Brock, who, having beer ly sworn according to law, deposes and says that he is the 
Business Manager of The Internal Auditor = th oo the following is, to the best of his 
elief, a true statement of the own nt, ete. f the —~ oresaid publicat 
shown in the above caption, requirec i by ‘the a oP of Au gu ust 24, 1912, amended by the 
3, 1933, and July 2, 1946 (section 537, Postal lows and Regulations 









1. That the names and addresses of the publisher, editor, managing editor, and business man 
agers are: Publisher, The Institute of Internal Auditors, Inc New York, N. Y.: Editor, Charles 
Fue, Brooklyn, N. Y.; Business manager, B. Harry Brock, Stamford, Conr 

2. That the owner is: The Institute of Internal Auditors, In 120 Liberty Street, New York é 
N. Y., @ membe p corporatior 

3 That the known bondhe Jers, mortgagees nd the ‘ y f Jers wr | jing 
percent or more of total amount of bonds, mortgages, or other securities are: None 

4. That the two paragraphs next above, giving the names of the owners, stock Jers, and 
security holders, if any, contain not only vn list ‘of stockholders as th ey appear upon the books of the 
company but also, in cases where the stoc Ider or security holder appears upon the books of the 
wine A * trustee or in any other fidu clery relation, the name of the person or corpo 
whom Cc restos s or - is 9! ; also that the said two paragraphs contain statements embracing 
ofant’s. re ll knowledge be as to the circumstances and conditions under which stockholders 





and security holders who » not appear upon the t ks of the company as trustees, hold stock and 


securities in @ capacity other than that of a bona fid wner; and this affiant has no reason to believ 
that any other person, ass ation rf corporation has any interest direct or indirect in the said 
stock, bonds, or other securities than as so stated by |} 
B. HARRY BROCK, Business Mar 
Sw to and subscribed before me this 26th day of Fet 947 


BEATRICE CODY 
(Sea! My commission expires Apr. |, 1949 
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Publications of The Institute of Internal Auditors 





“Internal Auditing—A Post-War Reappraisal 
ADDRESSES Presented at the 
FIFTH ANNUAL CONFERENCE OF THE INSTITUTE — 1946 


ERATION of the fundamentals of Internal indiing in 
the t post-war conditions. Sabiects covered incl 
internal et, to Management of Internal Audi- 


pe 
tors, age p i igternal A t Reports, and 
ordination Internal pn Public Accountants. 


Price $2.00 
“Internal Auditing—Now and After The War” 


PAPERS AND DISCUSSIONS Presented ct the 
THIRD ANNUAL CONFERENCE OF THE INSTITUTE — 1944 
UBJECTS treated and 


Ini Audi diting Department in ration, Si 
Internal Control, Basic {—-4 of Internal Auditing, and Fonnal Edu- 


cation oe in Staff T. 
Price paper-bound $1.75 


“Internal Auditing Philosophy and Practice” 
Edited by CHARLES J. FUE 
General Auditor, Brooklyn Union Gos Company 


A Symposium of Papers and Addresses presented during the 1942-1943 
Season of THE INSTITUTE OF INTERNAL AUDITORS. 


HIS Volume Spine six : L Internal am wy | Techniques 

Il. Internal Auditing and anaement, Ill. Internal Auditing and 

Public Accounting, IV. Internal Auditing and the Securities and 
Exchange Commission, V. Epes Auditing and Wartime Problems, 
and VI. Internal Auditing and the Future. 


“INTERNAL AUDITING PHILOSOPHY AND PRACTICE” stresses the co- 
operation of the Internal Auditor with the Public Accountant, the 
ae of Internal Auditing to Management, War and Post-War 


Problems 
Price $2.50 


“Internal Auditing: A New Management Technique” 
Edited by JOHN B. THURSTON 


IS volume contains 462 pages divided into thirty-six chapters. 
It contains outstanding essays, outspoken discussions and valuable 
information covering the subject of modern internal auditing. 


Price $3.50 
“Managerial Control Through Internal Auditing” 


Prepared by The Research Department of 
THE INSTITUTE OF INTERNAL AUDITORS 


MSE Internal Auditing lies in the area of management control. 
This concise volume has been published to guide business manage- 

ment in the utilization of its internal auditing staif; how, az a tool 
of management, modern interna’ auditing has as progressed far beycnd the 
arithmetical verification of accounts, records financial statements; 
how it has become a complete intra-company financial and o rational 
review embracing riection of the system F internal contro. 
liable assurance of adherence to the standards of performance. 
book consists of six parts: 1. The General Nature of Finternal Auditing, 
Il. Major types of Internal Auditing Activities, Ii. The Internal Auditing 
Program, Audit Records and bay | V. The place of the Internal 
Auditing Department in the Company Organization and VI. ‘Co-ordina- 
tion of latecnal Auditing with the e Public Accountant. 

Price $1.50 


Order from your favorite bookseller or directly from 
BROCK and WALLSTON, Publishers, 39 Atlantic St., Stamford, Conn. 
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